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Tliere are four publications wliieli attempt to throw lig'lit on 
the banking institutions working during this period. MacGregor 
writing in 1848 enuineratos the 1 auks of this period in his Griental 
Commerce, Part XXllI, wliich forms a part of his wider work 
Commercial Tariffs. The next writer It. M. Martin furnishes us 
a list of banks in existence in India during the years 1808 — 1854.^ 
There is a Parliamentary return of the year 1<S()0 which gfves us 
the following list of the banks doing business in India at that 
time.^ 


Bengal. 

Mad ras. 

Bombay. I 

Country Banks. 

T he Bank of 
Bengal. 

T he Bank of 
Madras. 

The Bank of Bom- | 
l»ay. 

The Dacca Hank. 

The Agra and 
United {Service 
Bank. 

Brandi of the 
Agra and Unit- 
e d Be r vice 

Bank. 

Blanch of the Agia 
a n d Unit e d 
Berviei* Bank. 

The Delhi Bank, 

T h e Chartered 
Bank of India, 
Australia and 
China. 

The (Hjvennneiit 
BavingH Bank. 

'rh(‘ Coveiiiineiit 
Bavings Bank. 

Idle Simla Bank. 

• 

'riie Chartered 
M er c a n t i 1 e 
Bank of Lon- 
don, India and 
China. 

'rhe ('ommercial 
Bunk of India. 

Branch of the 
ChartiMed Mer- 
cantile Bunk 
ef L o 11 d o n > 
India and 
China. 

B 1 a 11 c h rd’ the 
Cliuitered Mer- 
cantile Bank of 
Londcni, Inuia 
and China 

Brujic. h (d’ tln^ 
Commercial Bank 
of India. ^ 

The Uncovenanted 
Bervice Bank of 
Agra. 

The Noith-Wes- 
ierii Bank. 




The Oriental 
Banking Cor- 
poration. 

The Coverimient 
Baving liunk. 

Branch of the 
Oriental Ikiiik- 
ing Corporation 

Blanch of the 
Chartered Bank 
of India, \u8tra- 
lui and China. 

The Agra Bavings 
Bunk. 


1 See li. M. Martin’s Indian Knipire, Vol. 1, p. 665. 

2 Bee the Collection of I’arli anientary Papers, 18J0— 1870, in the Library of 
the Univorsity of Calcutta. Document C refers to the banka existing in India ii> 
1860 . 


3 Compare this list with Martin’s list. 
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To have an idea of banks, conducting business in the earlier 
years, reference niusi be made to MacCriegor. II is publication 
already referred to enumerates ilie banks doing business in 
Calcutta, Bombay, Madras and (Ceylon. It was natural on his 
part to makt! no reference to the couni ry banks which undoubtedly 
existed at that time, as his work was solely concerned with com- 
merce at the chief i)ort centres. Coming to his list we find ihe 
following banks mentioned by liim. 



Homhay. j 

Madras. 

Oenhm. 

The* liank of Hongiil 

Ih'sidc'H tilu* hanks 

Tlu^ Hank of 

Thei Hank of 

The Union Hank 
Tha Agra Hank. 

of Mio tn»wfi Mioro 
are* Inane'.hoH or 

Madras. 

(^*ylon. 

Tlio Hank of Wes- 

flge*iKn<*H e>f oMn*r 

'Phe^ hianedioH <d’ 

'Pile Oiieiitul 

t(*rT] India 

hanks, lie* eloos 

otht‘r hanks 

Hunk. 

((^alniMa l^ranoli). 

i 

• 

noli he)Wov(*r 
8po(5ify tiller uaine^s 
of the hanking 
institutions. 

are not men- 
tioned hy him. 



f)f tlie two 1 anks in (Vylou, tin* Bank of ('eylon and the 
Oriental Bank, MaeCBegor gives interesting details which are not 
furnished either by (h)oke or any other ncent writer as regards 
their (*apital, iiatuie of business and note-issue. The Bank 
('eylori was a bank of issue incoi porated by royal charter in 1840 
and confined its business solely .to the island of Ceylon. But to 
facilitate its exchange business it had agencies in the Presidency- 
towns of India. Its circulation of notes amounted iu 184t) to 
£127,487 according to MacGregor. The Oriental Bank had its 
head office in London and also a Board of Directors iu Bombay. 
It had considerable operations in Calcutta, Madras, Canton, Hong- 
kong and Singapore. Its note-issue in 1846 was about £15,006. 
The total capital of both the banks as applied to Ceylon was very 
limited, being about £100,000 to £125, OfM), In addition to ex- 

change business, 7 .C., the sale of bills on Lngland and the Presi- 
dency-towns of India, they received deposits and discounted local 
bills for merchants and headers. He says that “ the latter mainly 
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comprise purchases made by the- Chetties frojn im^>or^te;rs Q^ietfly 
of British produce aud the aocej)taiices of the Moor, me, B 
whose paper is for smaller amouuis proportionate i(> .their 
transactions/’ Speakinj’* of the gradual ^?rowth of theiir buriJcuig: 
business, he says that ‘‘ the transactions of 1840 rose rou^rWy to 
two millions, while in 1845 amounted to only one and half 
millions.” Mac(jrref»‘or also iestifies to the absence of specula- 
tion on the part of tlie merchants of Ceylon.^ 

R. M. Martin, who seems to Iw a more careful writer than 
MacGre^oor o'ives us the following ialde which shows at a glance 
the work f)f the ])auks of this period (1808 — 1854). As certain 
errors have if) ))(» ('oriof’tcd tlie full list has n(*cessai‘ily to he quoted. 


* See Oriental Ooniinerce, pj). 710—712. 
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A comparison of this list with the l^arliamentary one and the 
final list prepared by me would disclose certain discrepancies. First- 
ly the head office of the Commercial Bank is stated to be located at 
Bombay by Martin. The Parliamentary list which must be con- 
sidered as a more aulhoritative source locates it at Calcutta. This 
bank was started in 1845 and not iu 1854. The Oriental Bank is 
supposed to have been started in 1851 according to Martin’s list. 
But it was first, started in 1846 and it became ilie Oriental Banking 
CoriJoration in 1849 by virtue of its amalgamation with the Bank o 
Ceylon. This was done mainly in order tf) annex the note-issue 
privilege of the Bank of (V^ylon. This mistake in the matter of 
dale is not due to Martin but Dr. Ainbedkar, who quotes the above 
list wliich (‘ontains however no dates, fills in the dates column and 
the discrepancy in dates must of course be attributed to Dr. 
Ainbedkar.^ 

(\)oke^ records the woik of thirty-nine European banks wlii(*h 
have ))een started in India or fjondon, during this period fnainly 
with the view of conducting banking business in India. But even 
this list is not an exlianstive one, for he fails to mention the names 
of some of the earlier European banks of the IHtb century. Tt 
is evident that his information of the earlier Euiopean banks is 
very scra])py and is chiefly confined to few details of these opera- 
tions ns could be gleaned from the early records of the Bank of 
Bengal. It is evident that he has not consultta) anv of I he peri- 
odicals and newspapers, or else he would not have omilted the 
work of the three Military Banks of Bengal, Uombay and Madras. 

A recent writer^ who comments in an interesting and detailed 
manner on the methods of tin* early European hanks in Calcutta 
bases his information on the selections of the Calcutta Gazette, 
and by a reference to the Government records of that time 
in the India Government Berord OfTico and the Secretariat Office 
of the Government of Bengal he has succoede^l in pointing out the 


6 8ee Dr. B. Ji. Amhedkar’s i’roldem of the Rupee, footnote of pape 87, 

6 See C. N. Cooke’s Rise and ProgreRS of Banking in India. 

7 See Dr. H. Sinha’s Early European Banks, Part T, 
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c|uulitative aspect of the work of the early European banks in 
Calcutta, viz.y the Bengal Ba*nk, the Hindustan Bank, tlie General 
Bank of India, and the General Bank of Warren Hastings and 
the Bank of Calcutta wliich became rechristened as the Bank of 
Bengal as soon as it received its charter in 1809. His knowledge 
of the banks of this period is confined solely to banks oi the city 
of Calcutta and he makes no reference either to the earlier banks 
whicli did business before the actual starting of the Bank of 
Hindostaji. The contemporary Madras banks are not referred to. 
He does not even mention the name of the Carnatic Bank. 

Dr. P. Banerjee in his valuable lectures on the State of Finance 
ot the lOast India Company has given the public a glimpse intt) 
Ihe nature of the work of the banks existing during these years 
(1770 — 1^57). He sm^ceeds in throwing more light on the General 
Bank of Warien Hastings which should not however be mistaken 
for the G< neral Bank of India started in 1785. The attempt of 
Warren Hastings to organise the bank and thus perfect the means 
of eas)^ and safe remitiauce from the motfusil into the metropolitan 
city, and ilie nature of the work of this short-lived institulion are 
first outlined clearly in Pri(‘e\s History of Midiiapore. Some 
mor(^ details are given by Dr. Baiierjee.® 

Before the work of these banks, whicli have not been men- 
tiotied by these previous writers including Cooke and Brunyate, 
can be taken up in detail, a reference to Cooke’s lisi vshould be 
made. 


Name of the Bank. 


Year of ils Starting. 


1 . 

2 . 

3. 

4. 

5. 
G. 


The Bank ot Bengal ... 

The Bank of Western India 
The Griental Bank ... 

The Oriental Banking (k)rpoia- 
tioii 

The Bank of Madras ... 

The Goveinment Bank of Madras 


1800— (Uiariered in 1809. 

1842 

1840 

1851 

1813 

1805 


8 See the Calcutta Keview, Nov. 1927, pp. 13J1— 141. 
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Name of tlie Bank. 


Year of Starting. 


7. Till' JJauk of Boiuhay ... i840 

8. The Union liunk ... ... 1821) 

y. The Bank of Hiudostan ... 1770 

10. The Coiniueirial Bank ... iniO 

11. The CalcuUa Bank ... ... 18^4 

12. The Bank of Miizapoie ... 1885 

18. The Agia and United Service 

Ihink, Ltd. ... ... 1888 

14. The JNoith-Westoin Bank of India 1810 

15. The Deliii Ifankiiig Corporation ... |814 

IG. TfiV^ Dacca Batik ... ... IfWG 

17. The Benares Bank ... ... 1844 

18. The Simla Bank, Ltd. ... 1844 

10. The London and liustern Banking.*' 

Corporation ... .. 1854 

20. The Ca\vni)ore Bank ... 1845 

21. The Uncovenanted Service Bank, 

Lid. ... ... ... 1840 

22. Tkc Aon, Savings Fund ... 1812 

28. Tile (himniercial Hank of India .. 1845 

24. 4Tie (lovernuieiit Savings Bank 1888 

25. The (TiarfoK'd Bank of Asia . . 1852 

20. The Mercantile Bank of Imlia, 

Loiuhui & (Oiiiia ... ... 1858 

27. The (Tiarfered Marcantile Bank 

of India, London & China .. 1858 

28. The Bank of Ceylon ... ... 184(1 

20. The Chartered Bank of India, 

Australia & China ... 1853 

80. The Punjab Bank, Ltd. .. 1800 

81. The Sindh, Pnnjab & Ddhi Bank- 

ing Corporation, Ltd. ... 18(50 

82. TTie Central Bank of Western 


India Nov., 


1860 
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Name of the Bank. Year of its Starting. 

33. The Bank of Hindostan, China 

and Japan, Ltd. ... ... 1862 

34. The Bank of Rohilkand ... 1862 

35. The People’s Bank of India, Ltd. 1860 

36. The Coinptoir d’escompte of Paris 1860 

37. The Bengal Bank ... ... 1790 

38. The Bank of India ... ... 1828 

39. The Carnatic Bank ... ... P 

Besides the abovementioned banka which conducted business 
for some time, Mr. Cooko also mentions the unsuccessful attempts 
that were made during this period to start banks in London with 
the sole purpose of conducting banking business in India. He 
casually mentions the attempts of the London merchants to found 
the East India Bank ” in 1836.^ R. M. Martin strove his level 
best to secure a charter for his projected Bank of Asia in 1840.^® 
Similarfy in 1852 the London Bank of Australia & India was pro- 
jected, but owing to the opposition of the Colonial Office in 
London it failed to secure a charter. 

Since Cooke wrote the memorable lines that probably the 
first banking institution in India on European lines ” was the 
Bank of Hindostan started in 1770, it has become the accepted 
article of faith among writers of Indian Economic History. This 
statement has to be accepted with much qualification. It must be un- 
derstood that banks must have operated in India with either good 
or bad fortune even before that date. It is usual to consider the 
Government Bank of Ijord William Bentinck as the only Govern- 
ment Bank conducted by the Government of Madras. As a matter 
of fact there were two such Government banks conducted by the 
Madras Government. No mention has been made by any other 

9 For greater details see a pamphlet entitled Beasons for the Establishment 
of a New Bank in India, 1836, London; a copy of this exists in the Imperial 
Library, Calcutta. 

10 See Parliamentary Paper entitled Correspondence relating to tha Projected 
Bank of Asia. Document C of the Parliamentary Papers, 1840 — ^1870. 

F. 2 
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writer of the attempts made in Bombay to conduct banking busi- 
ness by the Government bank stai’ted by the Government of 
Bombay. Even as regards some of the banks started in Bengal 
Cooke throws little light on their operations. For instance, the 
General Bank of Warren Hastings is not mentioned by him. His 
description of the work of the Government Savings Bank is not 
fairly lucid. No information can be obtained from Cooke’s book 
as regards the first Government Bank of Madras .and the 
Carnatic Bank. He does not even mention the names of the 
British Bank or the Asiatic Bank. Even in the case of the joint- 
stock banks of the North-West Piovinces only very little light is 
thrown on their operations. Although he has given very interesting 
details of the Agra Savings Bank or Agra Savings Fund as he styles 
it, it is inexplicable why the three Military Banks did not attract 
his notice. 

Most probably the credit of starting the first European- 
managed banking institution belongs to the benighted ” pro- 
vince of Madras. It was however a Government institution 
managed by its officers belonging to the Council. It must have 
been started in 1G83 as the following notification appearing in the 
Fort Saint George Gazette clearly proves this fact: 

“ By the Hon. East India Company’s order we the Agent and 
Council of the Foi't Saint George do hereby publicly declare unto 
all paities whatsoever that ■we will at any time take up and receive 
what sums of money so ever should be brought to us at six per 
cent per annum. Interest for six or twelve months’ time or any 
longer term of years but no less than six months nor to exceed this 
time we shall agree for and we shall for the better security of 
such persons that shall so let out their money give our receipt for 
the same under the Honourable Company’s seal.” 

A close scrutiny of the prior records of the Government dis- 
closes the information that it was in 1682 that the Hon’ble the 
East India Company recommended the Government of the Fort 


11 See Talbhoy Wheeler’s Madras in the Olden Times, p. 71. 
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Saint George Gazette jbo obtain a loan by constituting itself a 
bank for tbe receipt of fixed deposits. Hence Gofvernor Gyfford 
promptly resolved to raise a bank of money to tbe value of one 
hundred thousand pounds at six per cent rate of interest.^ Thus 
it becomes apparent that in order to augment the territorial reve- 
nues jof Madras the plan of starting the Government Bank on the 
model of the London Goldsmiths’ banks was mooted by the 
Hon’ble the East India Company. It is not clear whether it 
issued notes also but there is no doubt that it acted as a bank of 
deposit and discount.^^ 

Chronologically viewed, the next attempt at founding an 
organised bank was made in Bombay. This time again it was the 
Government that pioneered the way. The Mlowing extract from 
the Bombay Government Diaries clearly proves that a bank existed 
in Bombay prior to the starting of the serii-Government or what is 
properly termed as the Presidency Bank of Bombay in 1840. 
From a perusal of the Consultations of 20th June, 1720, we find 
that a bank was to be organised, as this suggestion was approved 
by the Hon’ble the Court of Directors. Messrs. Brown and 
Phillips, members of the Bombay Council, were appointed to de- 
vise a scheme for the regular carrying on of the bunking business. 
The increase of revenue was the object of the Council, and like 
the impecunious Government of Madras which did banking business 
in 1683 in order to augment its revenues one of the objects of the 
Bombay Government was to increase the revenues by undertaking 
banking business. ' The scheme was duly prepared by Messrs. 
Brown and Phillips and placed before the Council for approval on 
25th July, 1720. The ‘‘ Mack merchants ” were also taken into 
confidence and the scheme was sanctioned at the same sittings of 
the Council. The managers of tbe bank were to receive one per 

12 See P.C., Vol. DI, 21st June, 1683. 

13 See Mrs* .Penny’s History of the Fort Saint George. Prof. Dodwell holds 
a contrary view and does not consider it as a bank, but only thinks that the 
word “ bank ” was used in the literal dictionary sense of the term and that 
its banking operations cannot be traced ip fpU. See his Report on the Record? 
of tbe Jladras Government, p. 86, 
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cent of the profits for their trouble. The bank conunenced its 
operations and until 1724 no remuneration was actually paid to tha 
Assistant of the Bank, when it was resolved to award a gratuity 
of £60 per annum. , 

From a perusal of the Consultations of the Bombay Council for 
the year 1727-28, dated 1st March, 1727, we find that the^bank 
was conducting business at that time in Bombay, for the two peti- 
tions read before the Council from the Mayor’s Court clearly sug- 
gest that the “ two thousand rupees the amount of fine now stand- 
ing upon the books to be appropriated towards a new person bo 
taken out of the Treasury and employed in the banks at interest 
or entrusted in the hands of the said (\»urt for answering the 
most necessary occasions of the said Court.” 

The very great scarcity of specie in 1770 in the island of 
Bombay led the Government to discover some means by which the 
Currency situation would be eased to any appreciable extent. 
One Mr. Taylor, a member of the Council, proposed the issuing 
of bills from the bank on loans upon the present security. ” It 
was resolved that this plan should be put into execution and that 
notes be immediately prepared to the amount of debt due from 
the Treasury to the bank, being with interest about Es. 8,00,000. 
The notes to be from forty to one thousand rupees each, signed 
by the manager of the bank and sealed with the Hon’ble Company’s 
seal.” 

This original plan was greatly improved by an officer of the 
Bank of England, Mr. Eobert Blackford, and liis final draft of 
the proposal was to make the bank a bank of deposit and issue. 
The bank was to be privileged to issue notes up to 8 lakhs of 
rupees only. The Treasury should in the beginning assist 'the 
bank with one-third of eight lakhs of rupees in specie and notes up 
to this amount should be retained by the Treasury to be returned 
when specie is repaid. Persons who borrow money from the bank 
should undertake to encourage the circulation of the notes which 
were to carry interest payable only after the expiry of ten days. 
The form of notes was to be exactly similar to the note.s of the 
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Bank of England, So as to protect the gentlemen of the Counoii 
who are to manage the bank the form of the note was to he signed 
in the following manner: 

For the Court of Directors of the United East India Com- 
pany thus making the East India Company alone liable for the 
notes^ The first notes of the bank were to be of the following 
denominations for eaoh lakh of rupees : — 


Rs. 


- 10 

of 

1,000 

24 

of 

500 

24 

of 

300 

100 

of 

200 

200 

of 

100 

400 

of 

60 

540 

of 

20 


Bs, 


10,000 

12,000 

7,200 

20,000 


.. 20,000 

.. 20,000 

.. 10,800 


Total! Rs. 


... 1 , 00 , 0001 ^ 


It was undei-stood that as time and experience alone would 
enable it to find out what denomination of notes were in great 
demand, the portion of the notes for which there were to be nc 
demand was to be destroyed and replace to that amount by those 
which appear to be most in demand. Thus it clearly proves that no 


14 This plan should be compared with the scheme of Warren Hastings to 
issue notes in Bengal in 1780 against the deposit of Sicca Rs. 30 lakhs lying in 
the Treasury in the New Fort WiPiam. He adopts the same form as this so 
as to exonerate the officials from all liabilities with reference to notes issued 
under their signature. This plan was not however carried out as the notes issued 
by an impecunious Government could hardly have circulated. The similarity be* 
tween the two plans is striking and Warren Hastings’ plan must have been borrow- 
ed from a perusal of the plans of the Bombay Government. 

It has already been related that an officer of the Bank of England was re- 
quisitioned ’ for improving the original plan of the bank determined by the Bombay 
Council The first notes of the Bank of England were issued exactly in a similar 
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bank notes circulated prior to this date in Bombay, or else previ- 
ous experience would have been drawn upon in the determination 
of the denominations of the notes. Another significant fact that 
has to be noted is the round figure for which the notes were to be 
issued. When compared with the first specimen notes of the Bank 
of England it would be noticed that they were for broken denomi- 
nation including shillings and pence even. At any rate, the 
Bombay Bank’s note was to be an improvement on this old form 
of the note of the Bank of England. 

As only eight lakhs w’orth of notes were to be issued it was 
wisely resolved that no peraon was to be lent more than Rs. 8,000 
at any one time and the bank should consider any second applica- 
tion for notes on its own merits. This shows that the Bombay 
Council seems to have dimly perceived the principles of sound bank- 
ing, viz,y that all eggs w^ere not to be placed in the same basket 
and that the bank should distribute its capital in the hands of aill 
deserving applicants and that credit should be created without any 
bias — ^1)6 it communal, religious or political. ’ 

It was also determined to attract current accounts and pay 
a deposit rate of interest, w., five per cent. 

The bank must have conducted business for some years, for 
we find it recorded in, July, 1778, that the debt from the Ti’easury 
due to the bank amounted to a very large sum ” and it was swelled 
to a large extent by the annual interest payable thereon. The 
Council felt great anxiety on this score and wrote to the Hon’ble 
the Court of Directors to give it specific instructions “ whether to 
fix it at a certain sum or to write it off altogether and establish a 
new bank whenever the state of our finances will permit. 

manner. A specimen of the 1699 Note of the Bank of England is appended to 
enable the reader to note the points of similarity in the matter of note-issuing. 

27th April 
J. V. 

1 promise to pay to Mr. Daniel Denny or Bearer on demand the sum of 
one hundred and fifty pounds eight shill, and eight d. for the Governor and Com- 
pany of the Bank of England, John (Wase) London, the 24th day of January, 1699. 

K, D, Bichar^s—Quarterly Jourjjal of Economics, Vol, YTyT, p. 399 , 
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This bank might not also have issued large amount of notes, 
for latter-day^® writers have often mentioned that previous to the 
foundation of the Presidency Bank of Bombay in 1840 “ paper 
money was almost unknown in mercantile transactions of Bombay 
as at Calcutta and Madras. 

Passing on to the territoiy of Madras we notice that Lord 
Macartney also strove to raise a bank of money, meaning thereby a 
public treasure in connection with the settlement of the 
Nawab’s and the Tanjore debts. His plan was that the bank 
should keep one-third of its funds in specie and lend two-thirds 
on good bills or valuable pledges at six per cent. He opined 
however that this would convert Madras into a shop of pitiful 
usury instead of a city of honourable commerce.’’^® 

The present knowledge of the writers on the Carnatic Bank 
— a banking institution of this period — is confined only to the 
single paragraph written by C. N. Cooke. He refers to the Car- 
natic Bank in the following language: ‘‘ This is the name of a 
bank which was in existence at the Madras Presidency in 1791. 
At present we are without knowledge of the proprietary body and 
other particulars.’ 

All the latter writers including Symes Scutt repeat the same 
information and have nothing to add.^® Even in the book on the 
Early European Banks no mention is made of the Carnatic Bank 
which undoubtedly must be considered as one of the earliest of the 
European banks conducting business in this country. It is indeed 


16 Bee J. MacGregor’s CornDiercial Tariffs, Part XXIII, p. 661. See also 
the pamphlet — “ The Jjate Government Bank of Bombay,” 1868. This does not how- 
ever mention any details as regards the note 'issue of the Bank of Bombay 
(1840 — 1868). It is in reality a history of the Bank of Bombay from 1863 to 
1868. Something more can be actually written from a thorough study of the 
evidence of the witnesses before the Sir C. Jackson Committee. 

Bee also C. N. Cooke’s Banking in India, p. 176. 

Bee also Byrnes Bcutt’s History of the Bank of Bengal. 

16 See the Military Consultations, 17th April, 1782, p. 1064. Quoted by H. 
Dodwell in the Becords of Madras. 

17 Bee C. N. Cooke’s Banking in India, p. 392. 

18 Symes Scutt ’s History of the Bank of Bengal. 
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a wonder why these writers did not refer to any published records 
on the Madras Presidency dealing with the history of the province 
in the last years of the eighteenth century. It is an unpardonable 
error to style a book as dealing with the early European banks 
while only the European banks in Calcutta are taken into account. 
A large number of banks doing business in other provinces are not 
even mentioned. There is no description of this bank’s work in 
the Madras Presidency in the recently published work of Dr. 
Banerjee on Indian Finance in the Days of John Company 

THE HISTORY OF THE CARNATIC BANK 

A scrutiny ol the State Records of 1788 has enabled the in- 
dustrious writer Mr. H. D. Love to point out that this was the 
first joint-stock bank in Madras founded under the title of the 
Carnatic Bank during Sir Archibald Campbell’s governorship.^® 
The founders of the Carnatic Bank were Josias Du Pre Porcher 
of Fort Saint George and Thomas Redhead of Calcutta, John 
Balfour, John Chamier, Edward Raphael, Thomas Cockburn, 
Benjamin Torn and N. E. Kendersley who was a member of the 
Board of Trade also. The object was to receive money, issue bills 
and notes and discount bills and notes and other securities “ after 
the manner of the most respectable bank in London.” Its capital 
was 120,000 star pagodas divided into eight shares held by the 
above-mentioned founders. Power was taken to appoint a cashier, 
clerks, servants and to issue notes to the value of three times the 
capital and the bank began issuing its notea in 1788.^^ 

On 22nd December, 1790, we find the Carnatic Bank issuing 
a notice in the Fort- Saint George Gazette that no business will be 


19 Dr. Banerjee says: “In the Madras Presidency an institution bearing 
the name of the Carnatic Bank existed in 1791 but very little is known about 
its activities.** See his article on Banking in the Days of John Company, Nov. 
Calcutta Eeview, p. 137. Nothing further is stated in the bigger book of his, 
dealing vdth the finances of this country in the days of John Company. 

20 See P. Miss, Vol. II, 11th August, 1791, for greater details. 

21 See P. C., Vol. CD, 11th August, 1788, for greater details which are not 
however of great ixnportanee. 
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transacted at the bank either on Xmas or New Yearns Day. 
Mr. John Hunter, who subsequently became the Director of the 
British Bank, Was the then Cashier who signed the notification. 
Evidently in the absence of a Negotiable Instruments Act fixing 
the number of Viaiik holidays the banks had to issue general 
notifications indicating the bank holidays. A similar list of bank 
holidays at the Bank of Bengal was xmblished by the latter institu- 
tion in 1887. The list was the same as that allowed by ihe mott'usil 
courts of the East India Company in the province of Bengal, or 
the Treasury and the Sudder Dewany Adawlut.^2 

Messjs. Porch er and Bedhead were the original proprietors 
of the scheme and were also the directors of the Bank of Hindostan 
doing business at Caleulta. They not only gradually^^ secured the 


22 See the Asiatic Journal, July, 3838, p. 151, Jany., 1838, p. 7. 

THE LIST OF HOLITAYS 

Christian. Hindoo. Mahomadan. 


N. Year’s Hay. 

Mucker Sankranti, 

Sbubralh. 

Good Friday. 

Sree Punchamy. 

Eed. 

Xmas. 

Seeboo Batree. 

Buekred. 

Sundays. 

Hole Jatra. 

Muharam. 


Baronee. 

Akharee Cliursunk. 


Sree Bam Navaiiii. 
Churuk Pujah. 

Dhiiserah. 

Seenain Jatrab. 
liuth Jatrah. 

Bawray Buffa. 


Ooltah Buth Jatrah. 
Batec Poormean. 

Juiimio Ostami. 

Ononto Brotto. 

Mahalaya — 1. 

Hurga Pujah— I. 

Kalec Pujah— 2. 

Bharata Hotna — 1. 



Boss Jatrah. 



Kart 1 C Pujah. 

Jiiggadhatri Pujah. 
Heotan. 



Ihe closing of The Bank of Bengal at 2 p.in. on Saturday commenced from 
1863 — See Symes Scutt’s History of the Bank of Bengal, p. 67. 

23 In 1791 Balfour and Baphael sold their shares to John D ’Fries Junior and 
Porcber and Bedhead respectively. , 

P. 3 
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shares which the other proprietors wished to dispose of but Porcher 
was appointed as a periuaiieut director, aud two other directors 
were chosen to help him. Thus he can be considered as the first 
manag^ing director of an Indian bank. Tiiis system still persists 
in this country in spite of its apparent defects. 

It was at the suggestion of Mr. Porcher that the Carnatic 
Uank approached the Madras Government with the requel't to 
support it in its endeavour to give the i*upee a more easy and 
extensive cuiTcncy at the established rate of exchange. Its letter 
says that “ hitherto we have been able to receive that coin at the 
bank but if the Government will be pleased to authorise the receipt 
of our notes at the Iteasury to any limited extent they think proper, 
we will make arrangements for the receipt of rupees and issud 
notes accordingly. There cannot be any risk out of this step, i.e., 
granting this indulgence to, say, one lakh fifty thousand pagodas, 
and the great object of fixing the currency of this rupee will be 
considerably forwarded by it, and a great convenience would 
naturally result both to the Government aud individuals who find 
it difiicult to receive or pay away a larger suiu than one lakh of 
rupees in course of the morning aud the shroffing, of which the 
expense is considerable, will be saved to individuals. ”24 

But the Madras Government refused to grant any concessions, 
and this must have been the result of the Court of Bireotors^ order 
of 10th January, 1787, enjoining on the local authorities in India 
not to have any dealings witli private banks, nor encourage them 
in any way.® The Court of Diref'tors also held the opinion that 


24 This letter to the Government from which the above extract is taken was 
signed by the following directors of the Bank .—Jos Du Pre I’oroher Thomas 
Cockburn, John D’Fries .Tunior, Jos Bu Pro Porcher for J. Chamier and Thomas 
Bedhead, Ksq. Porcher Bedhead tor J, Chamier and Thomas Bedhead, Esq Porcher 
Bedhead & Co. for Messrs. Tom and Kindcrsley. For the copy of the original 
letter, see P. C., Vol. CLXX, 81h July, 1791. ^ 


25 This order was not directly carried out by the Bengal Government which 
actually decided to loan five lakhs ot Sicca rupees to the Bengal Bank and one and 
half lakhs of Bicca rupees to the Hindostan Bank in 1791 on the deposit ot Com- 
panys Paper to the amount required (26 per cent in addition thereto in the ease 
nf Uie Bengal Bank was also insisted upon). The Bengal Bank could not take 
advantage of this liberal offer. The Hindostan Bank paid off the loan wiffiin the 
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the ag'eiiey houfiee and the indigenous bankers were better fitted 
to meet the banking needs of the community than the European 
banks. In the then rireumstanoes of the Indian society the utility 
of banking institutions was doubtful. Hence it forbade any 
connection whatsoever with the private bankers. As a result of 
such explicit instructions ,the Madras Gc^veinment refused to employ 
the agency of the private bank in money negotiations and encourage 
it in its attempts to extend the popularity of the rupee, though 
reciprocal convenience could have resulted out of this step. 

The Carnatic Bank however continued its business, and in 1798 
it was apiwinted along with the British Bank to receive the deposit 
of lottery money. When it ceased to exist is difficult to ascertain, 
TFor the chroniclers of tin's period have failed to provide us with 
any authentic record. Evidently it might have failed immediately 
after 1808 when Lord William Bentinck’s Government Bank 
started its business in right earnest. The actual rivalry of the three 
existing banks — the Carnatic Bank, the British Bank and the 
Asiatic Bank — ^led to the necessity of creating a trustworthy bank. 

The British Bank mentioned in the above paragraph was a 
contemporary institution conducting business in Madras at about 
this time. 'No writer on banking has even mentioned the name of 
this bank. The directors of the British Bank were George Westcott 
and Thomas Lorimer, Robert Woolf, Francis Lantone and John 
Hunter. The last-named individual acted as the Cashier of the 
Carnatic Bank, and we find that it was in existence by 1795. In 
1798 it was appointed along with the Carnatic Bank to receive 

stipulated period of two months and soon regained its position in the money 
market. References to this bank can he met with in 1799 as well as 1807. The 
Bank of Hindostan acted as the Agent of the Calcutta Exchange Lottery and 
sold its tickets in 1799. (See Symes Scutt’s History of the Bank of Bengal.) 
Again in 1807 we find the Government of Bengal making use of this bank for 
inviting tenders for constructing a mausoleum over the grave of Lord Cornwallis 
at Ghazipore, 

The Bengal Government easily justified its help on the ground that if the 
banks were to fail, the value of Government Paper would be adversely affected, 
thAt Government contractors would, fail and the faith of the holders of the Govern* 
tnent Securities would be easily shaken and undesirable political complicatiopa 
> might result out of this step. 
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the deposit of lottery money. Another mention of the British 
Bank can be traced in the Government records when the value of 
its building* was estimated at about 7,500 star pagodas. There was 
also in existence another bank known as the Asiatic Bank conduct- 
ing business in 1805. The keen rivalry which existed among the 
three banks made the general public dissatisfied with their business 
and Lord William Bentinck organised his plan of the Government 
Bank in those days when private credit failed to create the needed 
banking machinery. 

Even of the work of the second Government Bank at Madras, 
started by Lord William Bentinck in 1805, very little is known. 
Oooke says that it conducted business on a very small scale and 
had a note circulation of a very limited amount. Brunyate 
considers “ it more a treasury than a bank.'*^ Not one of the 
recent writers gives us more information than these two writers. 

The origin of the Government Bank was due to the rocom- 

* 

mendation of the Second Finance Committee appointed to consider 
the state of finances of the Presidency of Madras. Thh First 
Finance Committee was appointed in 1798 and sat till 1800. 
Different subjects like the management of the Lottery Fund and 
the establishment of the Government Bank to help the conditions 
of the junior members of the Company and the reorganisation of 
the Post Offices were some of its recommendations. The Bank of 
Issue could not be started, for nothing definite as regards Govern- 
ment control was slated therein. 

One of the recommendations of the Second Finance Committee 
which submitted an ad-interim report in Noveml)er, 1805,27 was 


26 See J. B. Brunyate’s An Account of the Presidency Banks, p. 29. 

2 ? The Second Finance Committee sat till 1808. It was of opinion that though 
Hold pagodas were in circulation, silver was the only suitable currency; and as 
there were numerous coins with fluctuating values which only tended to increase 
the shroff’s profit in converting them into change, it was proposed to adopt the 
Bengal Rupee as the single standard of value. Up till 1816 this diversity of coin 
existed and an examination of the Government Treasuries revealed that there 
were roughly 72 varieties of gold coin, 60 varieties of silver and 26 varieties of 
copper. These mere gradually called in. Single and double pagodas were issued 
together with rupees, half -rupees, quarter rupees and two-anna pieces. In 1818 
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to start a Bank of Issue on lines similar to those recommended by 
Henry St. George Tucker in his letter to Lord Welles^ley widtten 
in 1801. The only diiterenee was that the Government ^should not 
subscribe any share capital, nor were there to be any Government 
directors. There was no individual private capital to have 
recourse to and no individuals like shareholders interested in 
maintaining its credit. 

The pari played by Lord William Bentinck in the founding 
of this Bank is not mentioned by any other writer and is worth 
recording, as it shows the foresight of that distinguished nobleman 
who 'latei on won laurels for his improvements in the civil 
administration of the Coinpany\s territory. He was a staunch 
believer in tiie superiority of (lovermnent credit to private credit, 
and he thought that in order to have extended Paper Currency 
the best moans would be to start a (jovernment Bank which would 
always have the accommodation of the Public Treasury. ^8 As he 
could not secure supixirt for his scheme in the ('ouncil, the bank 
was staittul in the second week of December, ISOS^^, without 
even consulting the Supreme Govehimeiit. He acted as the sole 
director of the bank and its notes were received at all the i)ublic 
Treasuries in lieu of cash. 

This plan of the Madras Bank was forwarded to Henry St. 
George Tucker for favour of his esteemed opinion, and from his 
trenchant criticism the following points of the bank administra- 
tion -can be gathered. He rightly says that “ it is deficient in 
two of the most essential requisitevS of a hank. It is neither 
calculated to obtain the confidence of the public, nor does it provide 
the means of aiding the operations of commerce. ITie Madras 
Bank will not in my opinion be distinguished from the public 
Treasury. It will be involved in all the money transactions of 
the Government. It will participate in its difficulties and its 

it was decided to replace the star pagoda by the silver rupee as the coin of account. 
(See Public Consultations, 27th July, 1815, p. 1990, and 7th ,lany., 1818, No. 17.) 

28 See Public Consultations, 29th Nov., 1805, p. 5709. 

29 Bee Public Consultations, 6th Dec., 1806, p. 6793. 
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credit will be least when it has most occasion for credit in time 
of public, distress. Lord William Bentinck contemplates this and 
makes provision for suspending cash payment as done in England 
during 1797 and after.’* The original plan of the bank was to 
issue notes only and the idea of acting as a bank of deposit and 
discount at the same time did not enter into the mind of the 
founder. Mr. Tucker was shrewd enough to recognise the limited 
utility of a bank of issue and criticised this above conceptio-n on 
the following ground that “ if the amount of specie which it was 
to keep in reserve was as much as tlie actual amount of notes in 
circulation, there would be no augmentation of the circulating 
medium.” A minor point of criticism was “ that it was not so 
framed as to secure the greatest economy in its management.” 
” As the Governor chose to be the sole director, his other duties 
would be so exacting that there would be very little time to pay 
adequate attention to superidse the duties of the bank, and the 
real affairs would after all be managed by subordinate officers 
having no direct responsibility.” 

This lucid criticism must have had a certain amount of 
salutary effect in bringing almut improvements in the Government 
Bank of Madras. It soon undertook deposit and discount business. 
Its notes were received in the public Treasury but they had 
scarcely any circulation in the province of Madras itself. 

Occasional references to its officers can be traced in the 
Government records of the time. One Richard Yieldham, a free 
merchant who settled in Madras, acted as the Treasurer of the 
Government Bank. 

The Government Bank was located under the Exchange in 
1807. Important changes took place during the years 1807 to 1809 
and no writer on hanking has chronicled these significant facts. 
Mr. Petrie, who had to act as the Governor in place of Lord 
William Bentinck who was recaUbd as a result of the Sepoy Mutiny 
at Madras, refused to act as the Director of the hank and appointed 
four ex-officio Directors— the Chief Secretary, the Mint Master, 
the Accountant-General and the. Sub-Treasurer. The Coi^rt of 
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Directors coudemued the starting of this bank without their advice 
or consent being taken and directions were issued to follow the 
proposed regulations of the Bank of Calcutta. The Accountant- 
General had to undertake this task of reorganisation and all the 
notes issued hitherto were recalled by a proclamation dated 29th 
November, 1808. For a period of two years an attempt was made 
to reconstruct the bank, allowing the Government to subscribe one- 
fifth of the total five lakhs of pagodas of capital. The bank was 
to be placed on a limited liability basis. The notes were to be 
current only in the Madras Presidency. The Government was to 
nominate five out of nine directors. The bank was to discount 
bills and the maximum rate of discount was fixed ht twelve per 
cent. 

This well-directed scheme of reorganisation fell through and 
the bank was started as a Gomnment Bank pure and simple, 
managed in all its aspects by the servants of the Govemment. 
The management rested in the hands of those ex-officio financiarl 
officers of the Government, and according to Brunyate “ it was 
managed unsuccessfully by .the Government officials during the 
early days of its career. Even the Presidency Bank of Madras 
started in ISld had to suiter on account of incompetent manage- 
ment during the first two years of its existence. ‘‘ Improper 
advances to speculative persons formed the chief mistake. 

Another industrious writer Mr. Crawford says, ‘‘ we have 
never seen stated in any public document the amount of the 
capital of the bank, and its piofits instead of being carried half- 
yearly or yearly to account are permitted to accumulate for a 
series of years and thus carried to public credit. ''32 During 1826- 
27 the estimated profit was ;£()20,226 but the real profit was 

30 See Public Consultations, 1S09, 7th Nov., p. 6726; 23rd Nov., p. 6727. 

31 Brunyate must have been referring to Maitland’s mismanagement of the 
Madras Bank in 1829 as a result of which strict regulations were passed in the 
matter of making loans. See Secret Consultations, 5th Oct., 1830, Nos. 1 to 

32 See Mr. Crawford’s evidence before the Select Committee of the H. of 
Commons, 1830. 
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A&16,855 if the pagoda was to be valued at its real ra-te O'! 6s. 8d. 
If the rate of profit be 10 per cent, then the capital must be 
roughly one-fourth m. £, The Government of Madras having no 
surplus revenue, the capital must have been secured on the payment 
of five per cent interest on deposits, in which case the real profits 
of the Government banking is only five per cent. This “ dabbling 
in deposits and discounts for five per cent profit on the part of a 
Government has been adversely censured by Mr. Crawford who 
considered it “ least praiseworthy on the part of the Government 
to waste precious time in attending to the concerns of a small 
money-shop.” 

Whatever amount of truth there might be in the ingenious 
calculations of Mr. Crawiord we possess another reliable and 
authoritative estimate of the profits of the Government Bank. 
Ihis was stated by the Accountant-General in a public document, 
and it is a mistake to suppose, as Crawford has done, that no public 
document as regards Its operations exists. In 1819 a report was 
published with reference to the bank’s past and present "business. 
This report states that the bank was founded when there was great 
scarcity of specie, a failure of mercantile credit and considerable 
public and private distress. As a Ficnch invasion was feared, 
the bank peimitted aii accumulation of specie in the Treasury 
for military purposes and the withdrawal from circulation of a 
large quantity of paper money bearing interest. It proposed to 
be quite independent of the Government, but as a matter of fact 
it was clearly related to the Government and the scheme of re- 
organisation fell through. Its business for the Government 
consisted in purchasing bullion for the Mint and managed the 
remittance business to Bengal. It had no capital of its own and 
it is curious indeed that modern banking reformers quote the 
Australian Commonwealtli Bank alone when they desire to start 
a Central Bank without any capital. This earlier instance is not 
referred to. In the very first year its note circulation averaged 
eight and a half lakhs of pagodas. Thiiiy-three lakhs of paper 
money bearing interest at eight per cent was withdrawn. Latterly 
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the bank had little connection with the Government save for 
little or small withdrawals of specie from the Treasury. 

This bank was considered iliisuited to the wants of the second 
Presidency in India and Mr. J. Oohterlony outlined the scheme 
for improving the bank and making it an institution modelled on 
the ^ank of Bengal and the Bank of Bombay. The Madras 
Chamber of Commerce also took a prominent part in the agitation 
for the starting of a better bank. The capital of the new bank 
was to be thirty lakhs of rupees, of which three lakhs were to be 
offered to the Government.^^ On 4th July, 1840, the capital was 
fully subscribed and a memorial was sent to the Court of Directors 
for a charter of incorporation. The bank was actually started 
in 1843 as there was considerable delay in the matter of incorpora- 
tion due to the request made by the public to reduce the capital 
to twenty lakhs. The Court of Directors refused to consider this 
suggestion and considered it dangerous to grant w’ide privilege 
of note issue to an inadequately capitalised bank. 

I hough the Government Bank failed to organise mercantile 
and private credit on suitable lines, it did good service in those 
days when private banks did not exist to fill the void created by 
the failure of the earlier European banks, viz., the Carnatic Bank, 
the British Bank and the Asiatic Bank. For obtaining a candid 
estimation of the services of the Government Bank the following 
quotation from the Madras Gazette would be of great use : “ In 

its days it had been a great accommodation to the public, a safe 
depository for unemployed balances and a source from whom the 
man of principle and integrity has been relieved in a moment of 
necessity and upon which he has relied with confidence, but like 


33 See Financial Consultations, 16th June, 1840, Nos. 9 — 11. 

34 See Financial Consultations, 29th Nov., 1842, No. 17 9th May, 1843, 
Nos. 4 and 6. The Presidency Bank of Madras was started on lines similar to 
that of the Bank of Bengal. Act IX of 1843 gave the charter of incorporation 
and the new bank began its operations in 1848. Mr. S. A. Birch was the first 
Civilian Secretary. Later on he became connected with the Bank of Bombay 
which failed in 1866 crisis. See Financial Consultations, 23rd May/ 1843, Nos. 
17—19. Also 27th June, 1843, Nos. 28—30. 

1 . 4 
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many other good things it has auflered from abuse of a system of 
dealmg and procuring accommodation, the most injurious to the 
man of straightforward dealing and conscientious punctuality/’^ 


THE GOVERNMENT SAVINGS BANKS 

No other writer has evidently contradicted the description of 
Cooke as regards the working of the Government Savings Bank in 
the Presidency-towns — specially that of the City of Calcutta. The 
credit of sbirting the Government Savings Bank in the Presidency- 
towns in 1838 is usually attributed to Lord William Bentinck, 
but whisit I'eally was done by him was only to extend the Govern- 
ment Savings agency of 1810 which was being managed by the 
Accountant-General and the Sub-Treasurer. Savings Banks were 
not unknown by this tiwae. One such institution conducted its 
operations successfully in Serampore/^ The failure of the agency 
houses created a void in the money market and there were many 
people who suffered acutely by their failure. The Government 
Savings agency working since 1810 was empowered to extend its 
activities. By 1855 it was (tarrying on its transactions with all 
parts of the country by means of the District Treasuries under the 
supervision of the Collectors and the Divisional Paymasters. By 
the Act of XXVI of 1855 the Secretary to the Government Savings 
Bank was empowered with judicial powders. The Government 
Savings Bank was nominally under the supervision of the Account- 
ant-General to the Government of India, but it was a separate 
establishment under an actuary who had to give both the bond 
of indemnity and security for the correct discharge of his duties. 
The usual practice was to credit deposits and debit withdrawals 
made at the District Collectorates and Paymasters’ Treasuries on 

36 Quoted by the Asiatic Journal from the Fort St. George Gazette, Sep 29 
1830. ' 

36 See Asiatic Annual Kegister, 1824, July 8, p. 192, 

37 See the Asiatic Journal, March, 1889, p. 198. 



ORGANISED BANKING IN THE DAYS OF JOHN COMPANY 27 


monthly returns forwarded by their officers. Repayments were 
made by the Savings Bank Secretary by orders on Collectors and 
Paymasters, It is recorded that the business of the Savings Bank 
was transferred to the Bank of Bengal in 1856.^® Separate District 
Savings Banks were not created till 1870. 

Since Cooke wrote his description of the Government Savings 
Banks it is commonly supposed that in 1856 the Bank of Bengal 
displaced the separate agency under Government orders published 
in the Calcutta Gazette of 27th January, 1855. It was not the 
management that was actually transferred. A reference to the 
proceedings of the Government of India in the Financial Depart- 
ment dated 22nd August, 1861, would however make it clear that 
the expediency of transferring the management of 'the Savings 
Bank to the Bank of Bengal and the proposed branch banks was 
considered in 1861. Though this proposal was agi’eed to by the 
Secretary of the Bank of Bengal, the Civil Paymasters of Fort 
William, and the Accountant-General, the Governor-General de- 
cided thut the Bank of Bengal was to be utilised mereily as the 
bankers to the Government Savings Banks and the management was 
however to continue as before under the Accountant-General and 
the Actuary. The Bank of Bengal continued as the custodian of 
the funds of the Government Savings Bank in Calcutta till Sep- 
tember, 1863, when management also was handed over fo the Bank 
of Bengal. Formal notice was served in 1886 on the Bank of 
Bengal that Savings Bank business might be witli drawn at any 
time on nine months* notice being given to it. Actual notice 
to the effect was served on the Bank of Bengal in 18% and Symes 
Scutt records that it was actually transferred in October, 1896. 

The Government Savings Bank in Calcutta l>ecame popular 
from the very early years of Its start, and this was undoubtedly 


38 See C. N. 0(X>ke*8 Barking in India, p. 341. The letter of the Financial 
Flecretary to the Government of India of 18h Jany., 1856, givoa the correct in- 
formation but the separate managing agency was not cHtablished in 1856. Till 
1863 the separate management existed and from 8ep., 1863, tho Bank of Bengal 
was paid monthly compensation of Rs. 750 for managing this busineBS. Ben' 
Symes Bcutt’s History of the Bank of Bengal, p. 67. 
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due to the great preparations and propaganda work done before 
its actual inception. A special committee consisting of the lol- 
lowiag gentlemen was appointed to organise a plan for the Gov- 
ernment Savings Bank,^’ 

NcimBs of the gentlemen who formed the Committee 

P. M. Wynch, Esq., President. < 

J. A. Dorin, Esq. 

C. E. Trevelyan, Esq. 

Lieut.-Col. Kennedy. 

Capt. H. B. Henderson. 

Theodore Dickens, Esq. 

Babu Ramkamal Sen. 

This Committee can be considered as the first banking com- 
mittee appointed in this country and the starting of the Savings 
Bank was recommended by it. Due to the persuasion of the Indian 
member of the committee — Babu Eamkamal Sen, Khazanchee of 
the Bank of Bengal — even the clerks of the Bank, Government 
public offices and Pilot Service began to deposit their savings. 
On the very first opening day there were nearly 62 deposits rang- 
ing from Re. 1 to Rs. 400. The total deposits amounted to about 
Rs. 3,828. The honour of being the first depositor falls to the 
happy lot of Baboo Dwarkanath Tagore and his son was the second 
depositor, each depositing about four hundred rupees mainly to 
set an example to the rest of the members of the Hindu community. 
During the first five years, viz., November, 1833, to November, 
1838, there were 3,899 depositors with roughly about twenty-eight 
and one-fourth lakhs of rupees as deposits. By 1840 its gross 
operations amounted to 40 lakhs of rupees and about 18 lakhs of 
rupees were invested through its medium in public funds. ^ The 


39 See the Calcutta Courier, May 8, 1833. 

40 See the pamjphlet— Remarks on the Savings Bank—which was published in 
1840 nr thereabouts. The anonymous writer of this pamphlet remarks that nu- 
merous branch banks of this parent institution be started at such places as 
Benares, Dacca, Patna, Allahabad, Cawnpore, Mirzapur, Saugor, Jubblepore, 
Agra, Delhi, Bareilly, Fnrrackabad, Meerut, Ludhiana, Kurnaul, Saharanpora, 
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number of depositors exceeded 4,600 in number. The depositors’ 
list included all classes of people. In 1842 the Government 
undertook the wise step of paying full month's interest on deposits 
made within the first four working days of the month. In 1854 
there was the first reduction of the rate of interest payable on the 
deposits of the civil classes from 4 to 3 per cent per annum. The 
limit of ail deposits for all classes was raised from Rs. 500 to 
Rs. 1,500 and the rate of interest for the deposits of the soldiery 
was reduced from four to three and throe- fourths per cent. 

It speaks volumes in favour of the first Committee of Manage- 
ment which regulated the business and modified the original rules 
in the light of actual experience gained during the course of the 
management of the first few years. As a repetition of the original 
rules guiding the business of the bank would occupy too much 
space, only a brief mention of the salutary measures leading to 
its actual success would be made. The bank was placed under 
Government responsibility^ and it was open to all classes of people 
without distinction. The Government reserved the power to raise 
or lower the rate of interest after six months' notice in the Calcutta 
Gazette. When the deposits of a depositor were to amount to 
HvS. 500, they were to be transferred to four per cent Government 
Loan on behalf of the depositor. Tlius the habit of investment in 
Govefnment Securities was also to be taught to these small savers. 
Again the enforcement of such sound regulations which exist even 
to the modern day in a modified form or other must be held respon- 
sible for the success of the Government Savings Bank, It was 
the laxity of management and absence of sucli rigid rules that were 
chiefly responsible for the failure of the Bengal Military Bank, 


Almotkh and Simla and other big towns. They would be secure places of deposit, 
afford inducement to industry, act as accumulators of capital, tend towards in- 
creased productiveness of labour and give increaBcd facility for providing for 
physical wants to the depositors. A copy of this pamphlet exists in the Imperial 
Library and from internal evidence it can be gathered that Hon’blo F. Shore, the 
writer of two volumes entitled Notes on India, might have been the probable 
author of this pamphlet also. 

41 See the Calcutta Gazette, Oct. 12, 1833. 
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which was a Savings Bank mainly intended for the military classes. 
This leads us on to the subject of the Bengal Military Bank whose 
general plan of work is outlined in the Selections of the Calcutta 
Gazette. But no other writer on Indian Banking has referred to 
its work and the reasons for its failure. It is for the first time 
that these details of their operations are collected from the contem- 
porary newspapers and magazines. 

THE BENGAL MILITARY BANK 

The plan of the Bengal Military Bank was first devised by 
the Commander-in-Chief, and after securing the approval of the 
Governor-General in Council, the Bengal Military Bank was started 
mainly for the purpose of enabling the military officers to remit 
their monthly savings and to assist the Regimental Savings Banks 
which were in existence in Bengal by that time and to help the 
formation of several more Regimental Savings Banks by affording 
them proper means of investing their funds with security. * 

The Work of the Bank 

The Bengal Military" Bank was authorised to receive deposits 
from 1st January, 1821, from all military officers, Commissioned 
or Non-Commissioned or Warrant Officers or any other officers 
attached to the Military Service of the East India Company. 
The deposits (not less than ten Sicca^ rupees) could be made out 
of their pay or monthlv allowances by sending an applicaHon to 
the Paymaster authorising him 1o deduct the stated sum from 
their pay. The form of application was as Mlows : — 


42 The Sicca rupees became the standard money in Bengal by that time. It 
must be remembered that there were other denominations of rupees current in 
Bengal and Lord Cornwallis made a great effort to standardise the 19th Sun 
Sicca rupee as the unit of account in Bengal. By 1795 it was established as the 
standard money of Bengal. See the Selections from the Calcutta Gazette which 
reproduce the Government Notification on this subject : Fort William, Public 
Pcpartment, Oct. 21th, 1792. The intrinsic value of the different species of rupees 
current in Bengal, Behar and Orissa compared with the Sicca rupee from assays 
made in Bengal, is quoted in a tabular form in the Notification. 
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Deduct from this pay-bill and remit to the Military Bank as 


follows 



For Captain . . . 

. one hundred Sicca Es. ... 

, 100 

For Lieutenant . . 

. . . . fifty Sicca Rs, .. 

60 

For Serjeant . . 

ten Sicca Bs. ... 

10 


Total Sicca Rupees . . , 

. 160 


Signature oj the Captain, 

The Paymaster had to remit this sum to the Secretary of 
the Bengal Military Bank stationed in Calcutta by a bill of 
exchange on the Accountant-General drawn in favour of the bank. 
A detailed statement was also to be sent to the Accountant-General 
and the Memorandum was to state in full the details, viz-^^ amount 
of deduction from the pay, Battalion, Eegiment, for the month 

of year , to be remitted to the Bengal Military 

Bank. In addition to this deduction from pay individual depositors 
could remit savings directly to the Secretary of the bank. 

Management of the Funds 

The General Military Bank in Calcutta was to lend these 
funds to the best advantage on the pledge on deposit of Government 
Paper, public bank shares and other g’^ood securities so as to realise 
the highest rate of interest consistent with perfect safety. 

Officers of the Bank 

Twelve directors were to be in charge of its operations. The 
Government had the right to nominate three out of twelve and the 
remaining were to be elected by the constituents of the bank at 
the Annual Meeting to be held in the month of January. The 
ex-officio Government Directors were (a) the Adjutaht-General of 
the Army, (b) the Military Auditor-General, (c) The Accountant, 
Military Department. The first batch of directors for jkhe year 
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1821 was nominated by the Government. The fin:st directors were 
the fallowing : — 

(1) Ol. J. Ificholls, 0. B., Quartermaster-General, His 

Majesty’s Forces. 

(2) Lieut. -Coll. J. Paton, Quartermaster-Genera;! of the 

Army. 

(3) Major L. Wiggins, Assistant Military Auditor-General. 

(4) Major C. H. Campbell, Deputy Secretary to the Go-vern- 

ment, Military Department. 

(5) Captiain B. II. Sneyd, Ist Begimeiit of Cavalry. 

(8) Captain W. S. Boatwn, Assistant Adjutant-General of 

the Army. 

Besides these military officers expert banker-merchants and 
partners of the agency houses and a civilian officer wq;e repffi- 
inended to the Board of Director’s: — , 

(7) John Palmer, Esq. 

(8) George Cmttenden, Esq. 

(9) James Young, Esq. 

Mr. Ballard of the firm of Messrs. Alexander and Company 
was appointed as the Hony. Secretary and was authorised to 
appoint Ilouse Treasurers to the Bank. . 

Eegulations foe Office Business 

The following were some of the most important regulations 
or bye-laws of its business : — 

(1) The Treasurers have to keep jthe bank accounts in a separate 
set of books which would have to be produced at the time of the 
meetings of the Directors or at any time. 

(2) By the 5th of every month the Secretary has to furnish 
the receipts and disbursements and suggest the best methods for 
investing the floating balances. 

(3) All bonds, deeds, mortgages or other papers and documents 
having reference to pecuniary transactions and being bank stock 
or securities are to be made out in the names of the Directors ; but 
mere receipts may be signed by the Secretary for the Treasurers. 
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. (4) There sEdF be quarterly meetiuge. of the Directors for 
inspecting the accounts and such other business as may ^be brought 
before them. Special meetings when required for urgent business 
may be summoned by the President or any other Directors. 

(6) The signa^ture of three Directors^ was considered adequate 
to sanction any measure and to authenticate any account. 

( 5 ) The office of the President was to be annual and three 
Directors had to go out annually by rotation. The Di^ectors^ were 
to select iihe President and the three seats to be vacated annually 
were to be filled up by the votes of depositors. 

The most impoitant thing to be noticed is the fact that the 
bye-laws do not give any loop-hole to the officers to mismanage the 
funds. They were also . frau^ed with the view of expediting 
businesB on sound, lines and the permission for the depositor^ to 
elect three directors annually was evidently in the interests of 
securing the continuity of policy so ehunenily desirable in the 
case of all savings banks. 

t ' 

Rules fou Deposixors 

The following were soitfe of the salntnry provisions with 
reference to depositors’ business:^ 

(1) Remittance must be made in Sicca rupees. Each remit- 
tance must be for a minimum figure of ten Sii^ca rupees and slnmld 
not contain any fraction of a rui>ee. 

(2) Bills drawn by depositors not in excess of actual deposit 

will be honoured at any time. But to facilitate business bills 
will be payable only at two fixed periods, Ibtli January and 

15th July. Officers going on leave will be allowed to draw any 
portion of their deposits by bills at ten days’ sight. 

(3) The aggregate deposits are to be treated a.s joint-stock 
and vested in Government Securities. Profits arising out of this 
„will be divided among shareholders according to their respective 
proportion and carided to th^ credit of their accounjfcs. 


^3 Sec the Selections from the Calcutta Gazette, Vol V, pp. 61-^. 

P,5 
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(4) Half-yearly drafts of the ediareholders below 1,000 Sicca 
rupees will .be paid in cash ; if .^eater than that, it is left to the 
option of the Directors to pay it by transfenung a- portion of the 
stqpk at the rate at which it Tjras purchased or pt the rate of the 
day or 8 t 4 >ar as may appear most equitable. 

A perusal o| the above rules will make it clear that they were 
well-conceived and it isia wonder why this bank failed in,*spite 
of such wise bye-law's and regulations framed in the interests of 
the depositors. 

V 

Actual Operations 

By the end of^l833 there were 402 ncconnis of depositors and 
the ass-ets of the bank anaonnted to Its. 6,20,540^ all of which, 
e^fcepting a floating oasli balance of Re. 11,320-14-7 dei>osited m 
the Bank of Ilindostan, was represented by mortgages of house 
property^ But as mortgages depreciated — specially that on the 
house of Sheikh Abdulla — a loss of one-sixth was made from the 
depositor’s accounts by transfer to a special account in 1880, being 
then estimated at about Rs. 1,00,000. In 18f33 about two lakhs 
had to be struck off, and another lia]Jf-lakh,, ns other mortgages 
depreciated. This reduced, the value to Rs. 3,75,000. From lliis 
sum again about Rs. 76,000 had to be deposited to pay arrears of 
dividends to depositors. So three lakhs remained to be divided 
among all the depositors whose claims amounted to 10 lakhs of 
rupees. 

Reasons for Failure 

The main loss to the hank was solely due to deprecialion of 
the house property and the vsad mistake committed hy the bank in 
preferring this type of security,, to all others. There was an entire 
sacrifice of the principle of the spreading of investments of the 
banks. The depositors congratulated themselves on Iheir good 
fortune for ndt having lost their property, which fate befell all 
the depositors of the agency houses which failed just at that time. 
Even if we^refer to contemporary history of Savings Banks in the 
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United Kinprdom we meet with similar failures of these institutions. 
Many of these started in the early ^oars of the nineteenth century 
from 1817 — 1841 failed as a result of series of frauds in the manage- 
ment which swalllowed a quarter of* a million of the hard-earned 
savings of the poor. The first postal savings bank was opened 
only jn September^ 1861, as a result of Mr. Gladstone’s efforts 
in this direction. 

The expenses of the bank amounted to roughly Rs. l50 a 
month. There was thus no sacrifice of the sound canon of economy 
in the management of the banking institution. 

Although the Government appointed three ex-officio Directors 
to help the Board in the management of the business, yet there 
was no other responsibility on the part of the Government arising 
out of the failure of the mortgages. The Government Directors 
were indeed negligent in the matter of not insisting upon a prompt 
recall of all loans as soon as they reallised the depreciation of the 
mortgaged property. They also tolerated the laxity of the officers 
in respect of collecting all arrears in the matter of interest on the 
part of the defaulting borrowers. There was no’ attempt at fore- 
closing the mortgages and seilling the property. The Government 
itself never communicated the fact of mismanagement to the 
depositors. From a contemporary paper^ of this period it can be 
gathered that the Government originally intended to inform the 
depositors that there was no Government security behind the insti- 
tution, but this was not communicated even though it knew or 
had an inkling of the mismanagement of the Bengal Military 
Bank. One of the Directors, one Captain Raw^lins, suggested to 
the other depositors the possibility of bringing a civil suit against 
the Government for this mismanagement. J’wo leading barristers 
were consulted on this point of Government responsibility. On 
their advice the suggestion of instituting legal proceedings against 
lihe Government was ultimately dropped. Most of the aggrieved 
depoeitora belonging id the 38tb Regiment, ])rivates as well as non- 

44 Bee the Bengal Harkara, May 7, 1835. Quoted by the Asiatic Journal. 
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commissioned officers, sent in a monster petition to ^the Government 
prayii^ tor mercy and refund of iiiojiey. liut nothing, came out 
of this-appeal. 

The next mention of the ^Bengal Military Bank is made on 
20th May, 1835, when it was stated that 61) per cent of the deposit 
money was jiaid to the depositors. The last mention of the Bengal 
Military Bank was made in 1838 (March) when a further *declara- 
tion of dividend of five per cent was made. It was also decided 
that the “ remaining proi)erties were to be put to auction early 
next month and it was expected that the proceeds will realise 
sufficient to give the depositors a further dividend of twenty per 
cent, making a total dividend, say, of 12 annas in the Eupee.’’^ 

The history of the Bombay Military Bank^ is an uneventful 
one. It was started in July, 1829, and as soon as the Government 
Savings Bank was instituted in May, 1835, the Bombay Govern- 
ment soon Oflosed the Bombay Military Bank and gave the option 
to the depositors of transferring the account including the interest 
to this Government Savings Bank or withdrawing it altogether and 
all interesC would be discontinued from 1st May, 1839.^^ Lack of 
space compeils me to pass over the work of the Madras Military 


The NATtra*: of thje Military Banks 

An attempt has been made to describe the methods and 
procedure of the Military Banks. From the above description it 
is apparent that they were no commeicial banks issuing tlotes or 
post-bills intended for the accommodation of gentlemen living at 
or going to other settlements than Calcutta. They did no regular 
banking business, nor purchase bullion. They did not receive 

W Bee the Asiatic Journal, 18^ (March), 

46 For an abstract of ihe statement of the affairs of the Bombay Military 
Bank) 1836-37, see the Asiatic Journal, July, 1838, p. 1^1. 

^ See the Government Notification dated 11th March, 1839, of the Bombay 
Castle. Quoted in the Asiatic Journal, June, 1839, p. 1J7. 

48 Bee the Madras Manual of Administration, Vol. I, 1886. 
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deposits to be tepajable at sight. Thus it appears that they were 
pure savings banks intended to promote savings on the part of the 
military oftcers under the service ol the East India Company. 
They resemble closely the modem philanthropic or trustee eavings 
banks. It was the result of the attempt on the part of the Govern- 
ment^to improve the economic condition of the military classes. 
All the earnings after deducting the necessary expenses were to be 
divided among the shaieholders in the form of interest which is 
to be credited to their accounts. The Government Directors can 
be compared to the trustees who operate the modern trustee savings 
banks without taking any lemuneration. Just as the modern 
trustee savings banks aie safeguarded from unexirected calls on 
the part of the depositors, so also tbc Bengal Military Bank 
ebiablished the convention of paying the drafts of the depositors 
half-yearly, llie banks were thus quite simple in ohaiacter and 
confined themselves primarily to tlie business of collecting money 
and investment of the same without any risk. Thus their main 
business was to transfer capital and the manufacture of bank 
money was not their object. They had only the aim of i*edivstri- 
buting capital amongst the points of higliest yield but yet safe 
at the same time. Tlie economy yielded by the banks was the 
maximising of the earning capacity of the capital placed in their 
hands. They must also be considered as the legitimate forerunners 
of the Oovernmeiit Saving-s Banks which were later on estaMished 
in the Picsideiicy-towus l)etween 1833 and 1836. 

The^ correct and complete list of banks of this period started 
either by the Government or bv the European settlers in this 
country would be as follows: — 
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Name of th6 Bank 

Date of 
ITormation 

Branches 

Head Office 

The first Government Bank 
of Madras. 

1683 

Nil. 

Madras 

The first Government Bank 
of Bombay. 

1720 

Do. 

Bombay 

The Bank of Hiudostau 

1770 

Do. 

Calc\itta ^ 

General Hank (G»o- 
. voriiiuent Hank of War- 
ren Hastings). 

1773 

Ilugli, Nadia, Jes- 
Hore, Hurd wan, 

Midnapore, Bir- 
bhum, BishTiupur, 
M u r shidabad, 
Pachiti, Dacca, 
Rajniahal, Diiiaj- 
pore, P u r n e u, 
Kungpur, Bhagal- 
pore. 

Ditto. 

The Bengal Bank 

Rxact year 
not known 
— in exis- 
tence by 
1784. 

Nil. 

Ditto. 

The General Bank of India 

1786 

Do. 

Ditto. 

The Carnatic Bank 

1788 

Do. 

Madras 

The British Bank 

Exact date 
not known 
— in exis- 
tence in 

1796. 

Do. 

f 

I 

Ditto. 

The Asiatic Bank 

Ditto 

^ Do. 

Ditto. 

The second Government 
Bank of Madras* 

1805 

Do. 

Ditto. 

The Bank of Calcutta 

1806 

Do. 

Calcutta 

The Bank of Bengal 

1809 

No branches ex- 
cepting agencies 1 
^tUl 1861. 

Ditto. 

The Commercial Bank ...j 

1810 

Nil. 

Ditto, 
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Date of Closing Remarks 


Not known ••• ••• Bank of deposit alone. 


Not known (tn existence Originally planned as a Bank of Issue, 
in 1724). 

Failed# in the “awful Symes Scutfc mentions the fact of its reorganisation 
cusis of 1831.” and its failure in 1866. But contemporary papers 

speak of its failure. They make no reference to 
this reorganisation. Byrnes Hcutt does not give 
the source of his information, nor does he quote 
any details of its operations after its reorganiaa*’ 
tion. 

Closed in 1776 ... No failure of the bank, but owing to opposition in 

the (\>uncil it had to be closed. 


Failed in 1891 ... Btringency duo to War-financing in the Calcutta 

Money Market might have led to its failure. 


Failed in 1791 ... Wound up according to terms of reorganisation* It 

was not reorganised as Cooke suggests. The very 
bank building was sold in 1791. (See Carey’s 
Annals of ITon’ble John Company.) 

Exact date not known ., Might have failed as a result of the competition of 

the Government Bank organised in 1805. 

Ditto. Ditto Ditto 


Ditto. Ditto Ditto 

Wound up or reorganised No failure, hut reorganised as a result of Commercial 
as the Presidency Bank. agitation to have a more useful bank. 

Rechristened as the No failuse, but on receiving the Charter in 1809 the 

Bank of Bengal. Government Bank as it was called became the 

Bank of Bengal, 

Amalgamated with the No failure, but as a result of amalgamation it has 
other Presidency become the present Imperial Bank of India* 
Banks. 

Exact date is not known Being startled by the agency house it rniist have 
— 1838. shared its fortune. Displaced by thelTnion Bank. 
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NaixLB of the Bank 

Date of ■ 
Formation 

Branches 

Head Office 

The Bengal Military Hank 

1821 

. Nil 

Calcutta. 

The Calcutta Bank 

1824 

Do. 

Ditto. 

The Bank of India 

1828 

1)0 

Ditto. 

The Military Hank of 
Bombay. 

1829 

Do. 

Bombay 

The Madras Military Bank 


Do. 

Madras 

The Union Bank 

1829 

1 

Singapore and Mir- 
zapore. 

Oahnitta 

Agra & United Sorvioe 
Bank. 

1 

i88a 

Calcutta, Bombay, 
Madras, Jjondon, 
Ijabore, (’anton. 

Originally at 
Agra, soon 

transh^rri'd to 
Calcutla. 

The Government Savings 
Bank. 

1833 

Ditto. 

Pres i d e n r y - 
town. 

The Bank of Mirzapore ... 

1836 

Nil 

Mirzapore 

The North-Western Hank 
of India. 

1840 

i 

London, Calcutta, 
Bombay, l)t‘lhi, 
Oawnpore, Simla, 
Miissoorie. 

Originally at 

M u 8 H o o r i e ; 

1 then tra iis- 
ferred to Chil- 
cutta. 

The Bank of Bura])ay 

1840 

No branches till 
1802. 

Bombay 

The Bank of Ceylon 

1840 

Agencies at Co- 
lombo, Mailras, 

Boml>ay, Branch 
in Kandy. 

Colombo 

The Bank cf Western 
India. 

1842 

Colombo, f'alcutta, 
Hongkong, Singa- 
pore, 

Bombay ; re- 
moved to 
London i n 
1846. 

The Agra Savings Fund ... 

1842 

Nil 

Agra 

The Bank of Madras , ... 

1843 

No l)ranches be- 
fore 1860. 

Madras 
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Dait' of OloHiiig 

Komarks 

Wound up in 1836 

Failed as a result of depreciation of investment of 
real estate and bouse property. 

Wound up to give place 

to tln^ irnion Bank. 

• 

On the ashes of the agency houHt‘8 n>se the Union 
Bank and the other banks woundup their busi- 
ness to give place to the reorganised institution 

Failed in 1829 

Could make no head way in the market ns the or- 
ganisers had no solid backing to support them in 
their endeavour. 

Wound up in 18H9 

It was amalgamated with the Government Havings 
Hank in Bombay. 

... 

1 Ditto ditto, 

Failed in 1848 

For a decade it com])eted sui^cessfully with the Bank 
of B<‘ngal but miHruanogement after 1839 led to 
its failure. 

Winding up in 181)4 

Hy UK'S He. lilt says tliali it faili*d in 1900. He again 
rnoiitiioiiH no authority for his statement. 

Taken up by the Govern- 
nient Boat OHiee in 
1896. 

Wo failure, but management changed hands in 1896 
from that of the Bank of Bengal into the hands of 
the Govt. Post Olfice. 

Failed in 1836 

Clear proof of the fact that the people in the into-’ 
rior could not appreciate the services of banks. 

Liquidated in 1859 

The management of this hank can be considered a 
typical example of bank rnismanagenient. 

• 

Amalgamated with the 
other Pri'Hidency Banks, 

It has become a part of the Imperial Bank of India. 

The Hank amalgamated 
with the Oriental Hank 
of London in 1849. 

Asa result of amalgamation, the reconstituted unit 
rami' to be known as the Oriental Hanking Cor- 
poration. 

Did not fail ... 

To secure the privileges of 1846 Act of the United 
Kingdom removed its head ollice to Ijoudon and 
became the Oriental Hank in 1846. 

Date of closing not 
known. 

It might bo that with the advent of Goyernment 
Post Oflpee Savings Hank it might have lost its 
business. 

Amalgamated with the 
other Presifhmcy Hanks. 

It forms part of the present Imperial Hank of India. 


a 
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Name of the Bank 

Date of 
Formation 

The Dolhi Banking Corpo- 
ration. 

Ist October, 
1844. In- 
corporated 
in 1860. 

The Simla & Umbolla 
Bank. 

Ist Novem- 
ber, 1844. 

The Oawnpore Bank 

The Benares Bank 

Ist May, 
1846. 

1st August, 
1846. 

The Oriental Bank 

1846 

The Commercial Bank of 
India. 

1846 

The Dacca Bank 

1846 

The Comptoir d’Escompte 
of Paris. 

1848 

The Ori(*ntal Banking Cor- 
poration. 

1849 

The Chartered Bank of 
Asia. 

1862 

The Chartered Bank of 
India, Australia & China. 

1853 

The Mercantile Bank of 
India, London & China. 

1863 

The London & Eastern 
Banking Corporation. 

The Chartered Mercantile 
Bank of India, London 
& China. 

1854 

1868 

The Central Bank of Wes- 
tern India. 

Movember, 

1860. 

The Uncovenanted Service 
Bank. 

1846 


Branches 

Head Office 

) 

London, Calcutta, 

Delhi 

Bombay, Allaha- 
bad, Lucknow, 

' Mussoorie, and 

Mad ras. 

Umbella 

Simla 

. ♦ 

No branches 

Cawnpore 

Ditto. 

Benares 

Board of Directors 

London 

in Bombay ; bran- 
ches at Calcutta 
and Colombo. 
Calcutta, London, 

Bombay 

Canton and Shan- 


ghai. 

Nil 

Dacca 

Branches in Cal- 

Paris 

cutta, Bombay, 
Madras and Pon- 
. dicherry. 

Branches estab- 

London 

lished in Scot- 
land, Mauritius, 
Melbourne, Syd- 
ney, Galle. 

No braiicht‘B 

London 

Calcutta, Bombay, 

London 

Rangoon, Singa- 
pore, Hongkong 
and Shanghai. 

Branches in Ceylon, 

London 

Colombo a ii d 

• 

Candy ; agencies 
at Canton, Lon- 
don, Shanghai 

and Calcutta. 

Calcutta and Bom- 

London 

bay. 

London, Calcutta, 

Bombay 

Madras, Singa- 
pore, Colombo, 
Hongkong, Shang- 
hai, 1C a n d y, 
Mauritius, Pe- 

nang, London and 


Canton. 

Calcutta 

Bombay 

No branches 

Agra 
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Date of CIoBing 

Exact date of failure in 
not known. 

Failed in 1893 

• * 

■f. 

Failed in 1861 
Failed in 1860 

Amalgamated with the 
Hank of Ceylon in 1840. 

Failed in 1866 

Amalgamated with thti 
Hank of Bengal in 18(52. 
Still working 

Failed in May, ia84 ... 

Dissolved in Nov., 1866... 
Still working 

Wound up in 1867 

Failed in 1857 
Wound up in 1892 


Remarks 


As a result of the successful working of the Alli- 
ance Bank of Simla this bank might have lost 
its business. 


Asa result of its failure^ the void could be easily 
filled up by the progressive Alliance Bank of 
Simla, 

This bank can be considered as a glorious example 
of bank misinanageuK'nt so common at that time. 

This bank should not be njistaken for the present 
Bank of Benares. Anotlier splendid example of 
iuconipekiiit management. 

In order to secure note-issue this amalgamation was 
carried out. 


It took active part in speculation which was so rife 
in Bombay at that time. 

It had purely restricted business. 

The first strong foreign exeliange bank to set fool 
into this country. 


The Colonial Oflice ditl not favour it with a Charter 
to its own liking when it suggested amalgamation 
with another bank. 


It was aniulgumated with the Chartered Bank of 
Asia to form the (diartered Mercantile Bank of 
India, London & China. 


The assets and liabilities were handed over to 
Mercantile Bank of India, Ltd , in 1892. . the 


Amalgamated with the 
Bank of llindostan, 
China & Japan. 

Wound up about 1894. 
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It niuist not however be supposed that this list is an exhaustive 
one. All that can be claimed for it is that it is more exhaustive 
than that of the other lists mentioned in the early beginning of 
this chapter. The writer has come across various statements made 
by authoritative people of the attempts made to start banks in 
the interior. Messrs. Alexander & Co. which founded the Bank 
of Hindostan in 1770 in Calcutta also strove to start a similar 
institution in the interior. One Mr. Ballard, a medical man of 
considerable skill, was entrusted with the banking business of the 
bank started at Bhauleah. It did not succeed and had ito be given 
up.^^ Similarly an attempt was made on the Bombay side in the 
first half of the eighteenth century by the Dutch people to start 
a bank. Apart from the* fact that it worlied for a few years no 
details are forthcoming. It must also be realised that this list 
does not incilude a large number of banks which were started as 
soon as the limited liability principle wavS accepted in 1861 and 
1862. The Punjab Bank, Ltd., the Sind, Punjab and Delhi 
Banking Corporation, Ltd., the Pcople^s Bank of India, Ltd., and 
tlie Bank of Rohilkand weie organised during these years — 1861 
and 1862. All tliese banks are enumerated by C. N. Cooke in his 
Banking in India bid they lie outside the scope of our survey. 

THE AGENCY HOUSES 

Some information has to be given of the agency houses 
conducting semi-bank iiig business along with trading and agency 
woi'k. They were not only bankers atliaeting deposits and granting 
loans but “ Euroiiean sliop-keepers, j)lanters, ship-owneis, pro- 
prietors of breweries, tannerie';, distilleries, cotton, flour and saw- 
mills.’’ It is not wise to put them ont of the category of financial 
intermediaries of tliis ixuiod, foj- in those days when the Fiuropean 
banks were few and lew Europeans weje allowed to settle in the 
country, it is tliese that conducted semi-banking business and 

49 8co Holt Mackenzie’s Evidence before the 8olect Committee * of the 
House of Commons, March, 1832, (juestious J33 to 137. 
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founded pure banks to deal in a more comprehensive manner with 
the banking needs of the population. It is tolerably clear then 
that an account of their operations should be given as they were 
the pioneers of the banking trade in this country. 

Crawford says that the agency houses had originally no capital 
of their own and they depended on the great annual savings of 
the Company’s servants.^® This can be corroborated by another 
statement of an equally competent observer, who says ‘‘ that the 
agency houses were started chiefly of gentlemen who had been in 
the civil and military services who finding their liabits better 
adapted for commercial pursuits obtained permission to resign their 
situations and engage in agency and mercantile business. They 
received the accumulations of their friends in the Company’s 
service. They lent them to otliers or employed tljem themselves 
for purposes of commerce — they were in fact the distributors of 
capital rather than the possessors of it. They made their profit 
in the usual course of trade and by ditTerence of interest in lending 
and lK)iTowing money and by commission. In course of time, 
carrying on successful commerce many became the possessors of 
large capital and returned to England liaving most part of it there. 
The agency houses became the usual depository of a great portion 
of the savings and accumulations of the civil and military seiwices 
in India. ”61 

Although it is the above quotation alone that recent, writers 
have been making use of, not one of tliem has given an idea of 
their real operations. More detailed infoiunation is available in 
the newspapers and magazines of that time. These describe not 
only the operations of these agency houses but try to place before 
the readers a description of the economic environment of this 
particular period. It was not the Company’s servants in Bengal 
alone that were the sole depositors of their savings in the hands 

60 See J. Crawford’s Sketch of the Commercial Resources and Monetary and 
Mercantile System of British ’India, 1837. 

<61 See the J^ividence of T. Bracken before the Select Committee of the 
House of Commons, March, 1832. 
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of the Calcutta agency houses. The officers of the Madras and 
Bombay Provinces remiUed their savings to the agency houses 
at Calcutta. X'he natives of Calcutta also deposited their savings 
in their hands, for roughly ten per cent was granted on these 
dejxjsits. As the Government funds, i.e., new loans did not pay 
this high rate and as this rate of interest fell from ten to five per 
cent, the deposits of the agency houses must have increased". 

The money secured in this way wae loaned out to people 
engaged in indigo business, silk or opium and cotton. Their 
modus operandi can be easily gathered by noting the way in which 
they helped the indigo planters. Their transactions with the indigo 
l)lanters can be considered as typical of their operations. Twelve 
per (*ent was the rate at wliich money \/as usually loaned out to 
them. It could not have been higher than that, for the legal 
rate of interest could not rise above twelve per cent. But several 
other charges were however added, viz., a charge of one per cent 
for receipts and disbursements . ^2 Money was advanced to the 
planter monthly as subsistem^e allowance or money and petty 
charges were made on this amount. The produce had to be sent 
to the money-lending agent and the lH)iTow’er had to pay 
commission for receiving and disposing it of. Altogether the rate 
they had to pay w as about 18 per cent or 20 per cent on the borrowed 
money. Even in the matter of loans to civil and military officers 
the proceedings were of Ihe same character. Twelve per cent was 
the legal rate that could be charged but charges had to be paid 
for receipts and disbursements. The borrowers had to insure their 
lives, and for this the annual charges made, amounted to the 
premium. Even this ])reiuium they never paid to the Life 
Insurance Oflice preferring to take the risk themselves, so that it 
was only a trick to raise the interest rate little higher. This wras 
how they always avoided tlie usury laws of the lime. 

It w^as not the ancillary banking business that has made them 
famous. Like the indigenous bankers of the ti^A they attracted 


52 See Hon’ble F. J. Notes on India. 
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deposits and lent them. But these financial activities were over- 
shadowed by those of the merchants, middlemen, brokers and 
industrialists. The partners of these firms could aSord to live in 
princely fashion and in the highest style of luxury.^' 
Notwithstanding this lavish expenditure they often returned home 
with the most princeily fortunes.^^ They could afford to become 
^ the mercantile leviathans of the East.*' They combined in 
their hands the part of several characters in addition to the role 
of bankers. They were bankers, shipowners, merchants, and agents 
and possessed a complete “ monopoly '' of the whole of the foreign 
and internal trade of the country which was then about six times 
as large as the British Isles. 

Theiu Nitmuer 

As to the exact number of tlie earlier agency houses nothing 
definite can be stated. But ITon’ble F. J. Shove says that six 
pr seven of these agency houses stood conspicuous in the City of 
Palaces.’’ Crawford writing in 1837 gives us a list of the firms at 
tlie different trading centres. But several of them might have 
been created after 1813. With the opening of trade with India 
by the 1813 Charter Act the English merchant's could send 
their own agents ‘‘ who had moderate ideas and moderate salaries.'' 
It was the serious competition of these new houses that must he 
reckoned as the chief cause of the failure of the cdder agency 
houses vhicdi still continued to live in “ aristocratic fashion ” 
Avitliout contracting theii* spe<*ulative dealings, reducing’ their 

53 Of the dividondH paid l)y the older afjeney hoiiflefl an idea can be gained 
by a peruRal of the following dividends declared hy them : — 

Name of the Agency House Rate of Dividend paid. 


Palmer & Co. ... ... ... ... 30 p.c. 

O, Mackillop & Co. ... ... ... 20 p.c. 

Alexander ^ Co. ... ... ... 0 p.c. 

Fergusson & Co. ... ... ... ••• 3CJ p.c. 

Mackintosh & Co. ... ... 14 p.c. 

Colvin & Co. ... ... 29} p.c. 


% Hee the Calcutta Review, Jan. — June, 1847, pp. 103 — 189. 
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establishments and retrenching* iheir personal expenses.^^ They 
continued their mercantile speculations as before in the same old 
style, investing freely in houses in Calcutta, indigo works, coal- 
mines, shii)s, coffee, and spice plantations, clearing desert islands 
as proprietors ot land and working cotton, silk and flour mills. 
By 1825 their position became very risky Sf) that a oompetept ob- 
server Mr. Trottei* suggested the formalion of new agency houses 
in place of the defective old ones.^^ Notliing came out of his 
suggestion. 


fl^USE FOK 'rilKTU FAILURES 

The immediate cause for their failures was the withdrawing of 
money by their constituents on the pretext of sending remittances 
to Europe. After the failure of Palmer & (’o. this became insistent 
and the agency houses borrowed by pledging proj)erty to satisfy 
the banking constituents^ withdrawals. Their correspondents in 
England generally failed to honour their bills drawn on them by 
the agency houses ; and when this credit was refused, they lost 
all banking business.^^ 

The Magnitudes of the CATASTRoniE 

Messrs. Palmer & Co. was the first Company to fail, and in 
s])ite of State support they could not withstand the shock. This 
failed in 1830 and the rest of the princely mercantile houses 
followed suit. It was Mr. Palmer of Palmer & Co. that was 
styled the ‘‘ Prince of th^ Calcutta Merchants ” and earned for 
himself a statue or bust in the Calcutta Town Hall. Its bank- 
ruptcy was followed by Alexander & Co., Cruttenden & Co, and 
others. Tho general ruin that befell the depositors of the city 


64 Hee J. W. MacMlan’fl article on Banking in India, Banker’s Magazine, 
3893, pp. 60~-68. 

65 See Asiatic Journal, Dec. 1826, p. 617. 

56 Compare Crawford’s estimate with that given in the Calcutta Review. It 
IB Crawford’s estimate that is quoted by C. N. Cooke, p. 348, 
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was almost unparalleled. It caused unheard-of ruin to widowers 
and pensioners who had embarked their all in these houses, de- 
pending with confidence on the security of baits held out in large 
interest for money invested in their firms. The effect of the ruin 
of the agency houses did not fall mostly on the partners of the 
agency houses, for most of them realising the storm coming ahead 
returiied home with fortunes, leaving penniless adventurers to take 
their place in tlie fallen agency houses. Macaulay who landed in 
India) just after the failure of tli(‘ agcojcy houses refers to (he 
monetary stringency in tlie money market and itij^ effect on the 
style of living of the Company’s officers. 



A LESSON EliOM BARDOLI 


UY 

V. G. Kale, 

Fctfjusson ColliUfv, Po(nui. 

Tlio Bardqji (‘pisode lia^i once more tlirowu into bold relief 
the serious diili cullies tliai surround tlie proi)er assessment of 
land-jcvonuo in India and the lundainental difference of opinion 
that prevails on ihe subject between the Goveniinont and the 
public. The constitutional, the administrative and the political 
aspects of the i)roblem usually loom lar<»*e before our eyes, but 
the purely economic significance of the methods of assessment 
of the land-tax is not less important. It is necessary to remember 
that in the controversies which have raged and are at i)resent 
ragring’ with regard to the revision settlements of the iland-revenue 
of talukas and groups of villages in iho Bombay and Madras 
Presidencies, the State’s, right to levy the land-tax and to cnliance its 
amount in certain conditions, is not disputed. What is in dispute 
is the fundamental jirinciple which ought to govern the assessment 
of the tax. Is the increase of revenue levied or proposed to be 
levied by Government, justified by the circumstances of each case? 
This is the question that is pointedly asked, and no satisfactory 
answer can be given to it unless a definite standard and 
an intelligible and a well-recognized measure are available for the 
purpose. It is true that dllliculties will not end with the discovery 
and the acceptance of such a general criterion which will guide 
the assessment. But it will ctu'tainly go a long way in assuring 
a large measure of security and justice. 

It is, of course, not io be supposed that revenue assessments 
have been fixed in the different Provinces in the past without 
some such guiding principle, or that this whole problem has not 
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been discussed from tbe tbeoretical bs well as the practical side. 
Lord (hirzon^s famous resolution of nioro than tw^mty-five years 
ag<.)- and a similar resoluiion which is soon expected from the 
Gowernmfent of India, are siiHicient evidence in this behalf. 
Further, as recently as five ytuirs a^<o, the Taxation Iiiciuiry Com- 
niitij^'o went into the whole (jiieistion and made its own recommenda- 
tions. Since then, a committee of the Bombay 1^‘gislativo (V)uncil 
has made a report on the correct j^rinciple of revenue iissessments, 
and a similar committee is at present workings in Madras. Dif- 
ferences of a fundamental character have, however, emerged in 
the course of these discussions, and the question is, as it were, 
still open as to what should l>e tlie basis of^^the claim of the State 
to a share in the agricultural produce or income of the cultivator. 
In Provinces where the Government lakes a stated share in the 
actually realized rents of the landlords, there is not much difficulty 
experienced, though even there Ihe revenue officers attempt to 
ascertain what a fair remt for each acre of different classes of 
land ought to be. A very good account of the land-revenue systems 
prevailing in the different Provinces may be found in the report 
of thc^ Taxation Inquiry Committee which was, however, itself 
divided in opinion as to the nature of that revenue, viz., wliether 
it is a tax or a rent and rvhich was forced to the eonelusion that 
‘‘ the uncertainty as to both the basis of the assessment and the 
rate is one of the chief respects in which the sj^^stems are open 
to criticism.^’ We shall refer to the recommendations of the Com- 
mittee in this behalf presently, and shall first discuss the funda- 
mental issues of economic theory which have arisen in the course 
of tlie controversies relating to the trouble in Bardoli and else- 
where. 

T!he complaint of the people of the Bardoli and Chorasi talukas 
was, in the main, that the enhancement of revenue recently made 
is not warranted in terms of the Land Revenue Code ** and that 
the data relied upon were wrong. It is interesting to note that 
the wording of the law which embodies the basic principle under- 
lying the assessment of land-revenue in Bombay is indefinite and 
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vague in the extreme, as it lays down that in revising asseas- 
ments of land-revenue, regard shall be had to the value of land, 
and in the ease of land used for the purpose of agriculture, to 
the profits of agriculture.’’ The uncertainty which surrounds the 
precise intentions of law is coniinented on by the two ofticials who 
made the Bardoli enquiry in the following words: — “ The ^inost 
remarkable thing about this ])rovision is its vagueness. It does 
not attempt to define what is meant by ^ profits of agriculture,’ an 
expression which is cajjable of various interpretations. It does 
not say how the profits are to be ascertained, nor what share the 
State is to take of them when ascertained. The wwds ^ have 
regard to ’ are also noteworthy. The assessment, it appears, is 
not neeossariily to be based on the profits of agrieulture. At any 
rate, there is nothing in the sect ion inconsistent with the view that 
the State has a legal right to levy some assessment, wdiether or no the 
present occupants of the land make a profit out of it.” In spite 
of this vagueness or elasticity of the provision of the law on the 
subject, revisions of revenue came to be gradually based upon cer- 
tain general ideas which represented more or less w’orkable cri- 
teria. The Taxation Inquiry Committee sums up the position 
thus: — “Except in British Baluchistan, the land-revenue has 
ceased to represent a portion of the gross produce. Ir the United 
Provinces, the Punjab and the (’entral Provinces the Government 
demand is theoretically based on economic rent, but actually takes 
many other factors into consideration. In the ease of Madras and 
Burma the assessment is theoretically based on the net produce, 
while in Bombay the rate of assessment is arrived at empirically 
with reference to general economic considerations, and in practice 
is based rather on actual rents ])aid than on any theoretical cal- 
culations of the net produce.” The Bombay Committee referred 
to above, was sharply divided in its opinion, the official j)ortion 
of it insisting that “ rental value,” where it can be ascertained, 
should be adopted as the sole basis for fixing the assessment, other 
considerations being regarded merely as subordinate factors in the 
problem, while the non-officials held that “ profits of agrieulture ” 
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or rather profits of cultivation**’ should he made the sole basis. 
The Government of Bombay accepted the view of the official mem- 
bers whi(‘h, it thought, embodied the existing principle governing 
the settlements in Bombay. The officials of the Bardoli inquiry 
concluded that there was no substantial difference between the basis 
of aM^^essment proposed on Ihe one hand by the Taxation Inquiry 
(\)nimittee, ‘‘ annual value,” that is, the gross produce 

less cost of ];roduction, including the value of labour actually ex- 
pended by the farmer and his family on his holding, and the return 
for enter])rise ” and that of “ rental value ” adopted by the Govern- 
inent of Bombay, and on the other, the basis proposed by the 
|>eople*s representative in Bardcdi, viz., the profits of agriculture ” 
as ascertained by taking the yield, multiplying it by the price and 
deducting therefrom the expense-s of cultivation, including the wages 
of the farmer and hivS family. And all this was, further, not in- 
consistent with the provision of Section 107 of the Land Revenue 
Code mentioned above. In recognizing rental value as a reasonable 
ba«sis of asRossmont, the writers of the Bardoli report, however, 
added an important caveat, viz., provided tliai value has heen 
properly ascertained.” There was the rub. In the case of Bardoli 
it wma found that rental value was not properly ascertained and 
the increase of assessment proposed on the strength of such defec- 
tive rental value was rejected. 

As between profit of agriculture and rental value as a measure 
of capacity to pay land-revenue, special ])referenco has been shown 
in Bombay to the latter on the plea that il is a simple, an easily 
intelligible and a thoroughly reliable measuring rod, and the use 
of this instrument has been developed into an art. The difficulty 
of ascertaining true economic rents cannot, however, be too much 
emphasised, and the Bardoli report very properly attaches great 
importance to this vital part of the work of assessment. It says : — 
Rental value is not the same thing as rents, and does not emerge 
from a mere enumeration of the rent.s actually paid or agreed upon.” 
Rents contain so many foreign elements, interest, remunera- 

tioin for risk of non-payment, ])erscmal convenience and social 
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advantage. Tn support of the proposition that rental value and profit 
of cultivation are one and the same thing, it is urged that a man 
would not ])ay ILs. 50 as rent unless he ex})ected to clear that 
amount as a surplus over his cost of production, and similarly the 
sale price of land may be taken as a reliahb ind(?x of rentability as 
that price is only the capitalized value of the rent. Attention? may 
be drawn in this connection to the several instances which have 
been quoted in the llardoli report to show how ])roper care was not 
taken to eomi)ile, serntiinse and use different statistics on which 
reliance was placed for supporting an increase in assessment. 
What is more important, these instances are calcula.ted to demon- 
strate the extreme difficulty and danger of using rental statistics 
to ascertain rentability or rent-paying ea])acity of the cultivating 
landowners. Tn view of the characterization given by a Bombay 
revenue authority that rental value is a sublimation or abstrac- 
tion from actual rents of all sorts, the following instances quoted 
in the Bardoli report will be found instructive : — ‘‘ In most of the 
villages we visited, it was suggested that tenants had paid high 
rents because the land taken on lease adjoined their own land, or 
was in the vicinity of their houses, or had some other special advan- 
tage from their point of view. Cases of this kind are so numerous 
that they can hardly bo called exceptional, and it would seem that 
a man who wants to let his land ran generally find some one with 
land near to rent it. ITowever, the possibility that the rents paid 
in such cases may be in excess of the economic rent (as experience 
shows it may be, whatever the text-books may say) cannot be al- 
together ignored, if it is desired to make rentals the basis of as- 
sessment. Oeeasionally the special eireumstances are such as to 
vitiate a lease altogether as evidence. Take a case like S. N. 579 
(3) in Kamalehhed, 25 g., Ee. 1-10, which the owner of the adjacent 
land rents for Es. 10, not because he wants it, but because he 
must have it to prevent cattle trespassing on his land. Or this 
ease: S.N. 511 of Adajan, 27g., Es. 10, rented for Es. 50. This 


1 AndftrBon : “ Facts and Fallacies ahont the Bombay Land Revenue Bystera.'* 
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is grass land with two hor trees in it, but it also containii a well of 
good drinking water, and the Parsee owner oi tlie adjoining toddy- 
palm grove, whose servants formerly used the well for nothing, 
now has to pay a high rent for the field in order to secure the 
water. (The Settlement Commissioner, by the way, mentions 
this survey number in the appendix to his report as an instance of 
the high rents realised in Adajan.)^^ 

The last sentence in the above-quoted lengthy extract as well 
as the parenthetical reference, a few lines earlier, to probable 
opposition between actual facts and abstract theory, deserve special 
attention. It can be argued from a purely abstract point of view 
that the Parsee landowner in the second instance (juoted above, 
pays a comparatively large amount of rent, viz.y Rs. 50 instead of 
Rh. 10, because he secures a special advantage, a special service, 
from the piece of land concerned, and as rent is nothing but service 
and value is determined by service, the rentability hero is unusual- 
ly high. And in the process of abstraction or sublimation, this 
high rent increases the average rental figme for the village and, 
therefore, the land-revenue demand for ihe wdiolo village. The 
evils of abstract economic theory, mechanically applied to vital 
human affairs, it will be seen, are evident in the case of the Bardoli 
settlement as elsewhere in life. Even making allowance for the 
defective character of the statistics compiled, the question remains 
wheBxer the Settlement Commissioner was justified in supporting 
his ])roposals about increase of assessment on the strength solely 
of average rentals to tlie exclusion of other c^msiderations ? The 
Iferdoli report says: — “ It is clear that Mr. Anderson’s proposals 
are founded almost entirely on the assumption that the rental 
statistics, as appearing in the various Appendices II, contain all 
that is necessary to establish rental values in these two talukas, 
and that the rental values so ascertained can adequately be ex- 
pressed by means of indices. It is assumed that a single index 
for each village, worked out from the rental transactions actually 
averaged, is so far siiflicient for settlement purposes that it is 
possible, on the strength of these indices alone, to work out a 



56 


V. G. ItALE 


complete system of grouping and rating in supersession of the pro- 
posals of the officer who compiled the data. The fact that these 
data were not properly compiled makes no difl'erence, since it must 
bo supposed that Mr. Anderson would not have used figures with 
which he was not satisfied.” Such a use of rental figures and 
* indices ' had not been sanctioned by (Government, and yet recent- 
ly it has amounted “ almost 1o a denial of the original principles 
of grouping ol lands according to tlieir productivity. The method 
of framing llio ^ index ’ is desciil>ed thus : — “ (1) An average multi- 
ple is obtained by dividing tlic actual rents of the lands examined 
by their actual asst^ssmenis. (2) This average multiple is applied 
to the maximum rate of the village to give the supposed rental 
value of l(i-anna land. (3) The rental value of 16-anna land, so 
calculated, is divided by two and is then called an ‘ index ^ of the 
full standard maximum rate applicable to the whole village.” The 
report goes on to point out that ” obviously when calculated by 
this method the ‘ rental value ’ of a ])articular field mny be eome- 
thing quite diilerent from the ‘ true rent ’ actually i)aid for it, 
since it wdll be determined partly by the rents of other fields,” 
and that ” the usefulness of the conception of rental value as a 
common factor (viz., the average multiple) must turn on whether 
the rents actually averaged do represent not profits and whether 
they are fairly typical no-t only of the lands leased but of all lands 
in the village.” 

What is true of rental figures is true also of sale statistics and 
income from toddy trees, which are used by Settlement Officers 
in the talukas under enquiry. Sweeping generalizations arc notice- 
able here as well, and one instance of the misleading nature of 
the arguments used and the unjust conclusions drawn by the Settle- 
ment Commissioner, will suffice. Speaking of Chorasi, Mr. Ander- 
son says that the land-revenue of the taluka which is roughly 2 
lakhs, can be easily paid by the landlords out of their income from 
toddy trees which, on a modest estimate, may be taken at Es. 2^ 
lakhs, ” without touching a single grain of corn that grows on 
any of the fields.” Here no account of the cost of rearing and 
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maintainiug the treea has beea iatkeii and the comment of the 
Bardoli reiX)Tt on this is: — “But it is certainly misleading to 
speak, as Mr. Anderson does, of an income of lakhs of rupees 
gained ‘with practically no ellort.’ “ And further: — “Assum- 
ing that they, or a large ix)rtion of lliem, may be able to pay their 
assesfciyinent out of the tapping fees, that is hardly relevant as a 
standard by which to judge the rates of assessment in general 

But no conclusions applicable to the general body of 

agriculturists in the taluka can be drawn fiom the circumstances 
prevailing in less than a seventh of the total number of villages.’’ 
It is pleasing to reflect that the whole of the Bai'doli report breathes 
a sjnrit of (‘aiition and circumspection, of a keen desire to get at 
facts a^i they are and of jmlicious care in scientifically applying 
them and in using such statistics as can be collected about all 
relevant conditions; while oflicials steeped in the knowledge of 
facts and presumed to be conversant as much with the details of 
rural life as with the routine of revenue administration, were admit- 
tedly careless in obtaining their data, remiss in scrutinising them, 
and hasty in evolving abstract theories and in building conclusions 
on them in reflation to matters vitally a fleeting the cultivator of 
the soil. 

The Bardoli episode is calculated to yield valuable lessons to 
officiails who have to deal with mutters relating to revenue and 
taxation as also to students of Economics and of public questions 
generally. It raises a warning finger against the use of inadequate 
and incomplete information to draw very general conclusions and 
the application of theories which may be correct in themselves, 
but have no validity in certain given circumstances. The perfect- 
ly legitimate (caution that we, in India, ought not to import w^est- 
ern economic theories wholesale and must modify and revise them 
so that they may help in the study of our peculiar problems, is 
resented in certain quarters as a counsel proceeding from a narrow 
conception of economic science; and the discussion of such ques- 
tions as the theoretical nature and the practical effects of land- 
revenue in this country, viz-. State landlordism, is pronounced as a 
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futile waste of time and energy, if nothing worse. But see what 
Mr. Anderson, the advocate of the theory of rental value and the 
revenue index, has at the hack of his mind, as a theory of the 
land-tax. He is a whde-hearted btdiever in the llicardian doctrine 
of rent in its undiluted form and an unconscious supporter of the 
socialist conception of the exploitation of the masses at the ^ hands 
of the owners of land and capital. According to him, all rent of 
land, including what is eked out by a poor owner-cultivator in 
India, is ‘ uneained income ’ which has been created by the com- 
muniiy and which must go back to it. If Mr. Anderson had had 
his way, the di*eam of single-taxers would bo realized in this 
country in no time. If renls in ihe Bombay I'residency are taken 
to l)e, on an average, thrice the assessment, the whole of the 
revenue of the (iovernmeni of Bombay (iould be made to come out 
of the land reiiis without any one becoming the poorer fur it, and 
to the incalculable benefit of the community ! If more than 70 
j)er cent of the people of India are supported by laud, and large 
numbers of them aie ijeasant proprietors, who remain to con- 
stitute the community which is exidoitcd by tliis large majority 
of the people, it is difficult to say, but that small matter does not 
trouble the brain of Mr. Anderson, muddled with his fantastic 
conceptions aljout rent. The discussion of these interesting as- 
pects of the problem must, liowever, bo deferred to another occasion. 


{'Po he continued.) 



RENT AND LAND-REVENUE IN BENGAL 


BY 

J. C. Ghosh, 

Calcutta, 

I 

One reiYiarkable feature in Ihe rural eennoiny of Ifengal at 
the present day is the lar^o increase in ihe real economic rent from 
land which has taken place since the Permanent Settlement. This 
has been the result of the combination of various factors acting 
with varying force, at diifercnt times. The most obvious reason, 
of course, is the extension of cultivation, since that time. At the 
time of the Permanent Settlement, a large proportion, estimated 
by L)rd Cornwallis at one-third, at one-half by others and by some 
at two-thirds, of the land capable of cultivation was waste. ^ In- 
deed, the competition at that time was for cultivators, rather than 
for land, and this was j)crhaps the chief protection for the tenants 
against the oppression of the landholders. And it is well-known 
that the main reason why the land-revenue was settled in perpe- 
tuity wa8 to give that amount of security to the landed-interests 
from future Siate-iiderferenee in tlie imueased piweeds from land, 
which was sui)pos(>d to be essential for the extension f)f cultivation 
and encouragement of agriculture generally. Though the circum- 
stances under which the Permanent Settlement was (‘oncluded, 
made it the source of many disastrous consequences, yet, this pro- 
ductive principle involved in the limitation of the State demand 
certainly did bring about the intended results. In a minute of 
LS13, Mr. Colebrooke writes, “ Increase of agriculture has procecfl- 
ed wdth rapidity sur])assing ex])cctation, and in the greatest part of 

J Keport of the Committee of House of Commons, p. 16. 
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the country, has already reached its limit, unless it now receives 
new impulse from the introduction of new modes of husbandry.” 

The same author estimates that in 1803, the area cultivated 
in Bengal was less than 31i million acres. 2 The area cultivated 
in Bengal in 1880, as estimated by the Famine Comiiiission, was 
54^ million acres. Since then, owing to continued peace, and in- 
creased demands on land, due to increase of population, the area 
cultivated has steadily grown till nowadays only those lands remain 
uncultivated whioli are too unhealthy and nnpioductive to tempt 
the settler, or which require considerable initial outlay for the 
clearance of forest or exclusion of river or sea-water to render it 
fit for agricnlture. 

But the increase of rent from land has been effected not only 
by extension of cultivation but also by more intensive cultivation. 
This has been the result of two forces which have been working 
simultaneous!ly since 1793; on the one hand there has been a steady 
growth in population, and on the other, there has been an alarm- 
ing increase in the proiX)rtion of the people' dependent on agri- 
culture for their subsistence. 

The information regarding the early population of Bengal is 
scanty and unreliable. Tn 1787, Sir William Jones thought that 
it amounted to 24 millions, irnduding part of United Provinces, 
then attached to Bengal. Five years latei* Mr. Colcbrooke placed 
it a? thirty millions. Tn 1835 Mr. Adam assumed it to be 35 
millions, but this estimate was thought too high, and was reduced 
t/> 31 millions in 1844. Tn 1870, the population was held to bo 
al>out 42 millions, or more than a third less than the figures dis- 
closed by the first regular census of the province which was taken 
in 1872, and which put the figure at 00,105,084.3 


2 KemarkB on the Husbandry and Internal Clomnierce of Bengal, p. 19. 

. 3 Census of 1901, Vol. VT, Part T, p. 09. Here the province has been taken 
to consist of the whole of the Lower Provinces, consisting of Bengal T’roper, Bihar, 
Orissa and Chota Nagpur. 
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The variations in the population of the province since then are 
shown by the following' figures; — 

1872-81 1881-91 1891—01 1901-11 1911—21 

+ 67 +7*5 +77 +80 +2*8 

Total incjeaso from 1R72 to 1921 ... 87*2 per cent.. 

The Result is shown In" a systematic increase in the density 
of popiilaiion per square mile, the variations in whiclj are given 
below + 

1872 1881 1891 1901 1911 1921 

328 366 393 e521 551 578 

The Census Report of 1921 says, if the sparsely inhabited 
hill districts of Darjeeling, the Chitiagong hill tracts,. and the 
Tipperah State are excluded, the average density in the rest of 
tho province comes up to 640 persons per sfjiiaro mile. 

This growth of population, accompanied as it has been by 
the loss of indigenous industry in Bengal during this period, while 
no new channel of employment has l>een found out for its absorp- 
tion, has led to an increasing dependence on agriculture. Reliable 
figures for the early years are not available. But the' figures, given 
below, since 1881, taken from the Census Reports, will sufficiently 
illustrate the tendency. 

ProporHon of Population ported hi/ A (jn culture 

1881 1891 1901 1911 1921 

53*83 63*19 71*5 75'4 77*3 

The extent to whieli the pressure of j)opiilation on land has 
grown may l>e realised from some figures given in the (kmsus of 
1921. It says that the area under cultivation in British territory 
in Bengal in 1919-20 amounted to 24,496,800 acres, and the num- 
ber of actual! workers in cultivation, ordinary cultivators, farm- 
servants, field-labourers and growers of special products, was 

4 'I’ho ligiires aro taken from the variniiR Census Reports ; they arc somewhat 
vitiated l)y the administrative clianges of 1012. The nj.pjrc8 since 1901 are for 
Bengal as it is, and for the earlier periods are those of the Lower Provinces 
including States. 
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11,060,629. This means only 2*215 acres per worker. It should be 
remembered that cultivation is still carried on on primitive lines 
in Bengal, and it has not been found possible to increase the prcv 
ductivity of land by the adoption of modern methods of agriculture 
to any appreciable extent. The natural result has been that the 
law of diminishing return is operaiing with full force; the reiurn 
to the marginal application of labour and capital has steadily 
diminished, and the real economic rent from land has grown 
larger and larger. 

Out of this surplus produce of land, the share taken by Gov- 
ernmeiit, as land-revenue, was fixed in perpetuity in 1793. 
There has Wn some increase due to the assessmojil of t.owfef’r land 
w^hieh escaped at the time of the decennial settlement, and of 
alluvial accretions, by resumption of invalid Ifilxhimj tenures, and 
of police lands and allowances, by escheats and by resettlement, at 
enhanced rates, of estates which came into the hands of the Gov- 
ernment by these means, and sometimes also by purchase at sales 
for arrears of pul)li(‘ revenue. But alt<^gether, the increase by 
these means, though considerable in Bihar, has been negligible in 
Bengal Proper. The land-revenue fixed at the Permanent Settle- 
ment for Bengal Proper was Es. 2,14,91,808. In 1927-28 the 
land-revenue demand for permanently-settled estates in Bengal 
was Es. 2,1567 lakhs, and the total land-revenue demand for 
the whole of Bengal including ^ miscellaneous land-revenues was 
2'9d crores. The propoHion of the rental taken by the Govern- 
ment as revenue has fallen, not only because it was fixed in per- 
petuity, while the surplus produce from land has enormously in- 
creased, but also because it Avas fixed in terms of rupees whose pur- 
chasing poAver has very considerably diminished' during this period. 


5 This consifltfl of revenue derived from the Rale of dovemment lands, value 
of land -revenue abated when lands are acquired by the Government for a local 
authority or a company, fees and fines under different Innd-revenne enactments, 
redemption of land-revenue, fisheries and other receipts such as premiums on settle- 
ments or mutation, jirice of trees or fees from forest produce and royalties on 
minerals extracted. (Memorandum by Mr. K. C. Dcy, Member, Board of Revenue, 
submitted to the 'raxation Enquiry Committee.) 
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Reliable and accurate figures alK)ut the purchasing power of 
the rupee at the beginning of the British rule are hardly available. 
The following show the prices in Calcutta in 1776^: — 

Rate per rupee. 



Md. 

Srs. 

Rice (fine, 1st sort) ... 

0 

IG 

Rice (coarse; called Kurkashallee) 

1 

10 

Wheat, 1st sort 

0 

32 

Wheat, 2nd sort 

0 

35 

Barley 

1 

13 


Figures of prices of food-crops have been regulaidy published 
in the (hilcutta Gazette since the Bengal Tenancy A(d was passed 
in 1885. In 1890, common rice sold at Calcutta at Rs. 2-11-5 per 
md. and wheat at Rs. 2-11-8. In 1920, the price of common 
rice was Rs. 7-12 per md. and of wheat Rs. 0 per md. 

T1).e followu‘ng figures show the variations in the index num- 
bers of price's of rice, jute and wheat in Calcutta: 

(Average price of the deceunium 1901 — 13 = 100) 


Period. 



Rice. 

Jute. 

]8()4 — 68 ((iuiiifiucnuial 

average) 

... 58 

41 

1874—78 

. . . 


... G9 

49 

1884—88 

. . . 


... 60 

48 

1894—98 



... 84 

69 

190.1__08 



... 103 

99 

1914-18 



... 113 

118 

1920 



. . 176 

162 

1921 



... 159 

169 

Period. 



Wheat. 


1873 



... 100 


1898 



... 103 


1905 



... 108 


1910 



... 114 


1914 



... 1367 



6J. C. Sinlia, Economic Annals of Bengal, p. 63 n. 
7 lances and Wages in India. 



64 


L C. GHOSH 


Tliese figures indicate ilie enormous extent to which, prices have 
risen since the rernianent Settlement, and the consequent loss of 
real revenue to the Government from this cause. The rest of the 
surplus produce, after deducting the Government revenue, is dis- 
tributed among the zamindars, the raiyats, and the numerous body 
of tenure-holders and under-tenure-Jiolders which has grown up 
since the Permanent Setilemenl with intermediary interests in 
land. Since the land-revenue was settled at about 2*15 crores in 
1793, assuming that the shai'e loft to the zamindars was one- 
eleventh of the rental, it could no( have been much more than 21 
lakhs of rui)ees. The gross rental, as estimated for purposes of 
road and public woiks cesses, is given in the Land Revenue Ad- 
ministration Rei>ort for 1927-28 to be 1519 crores, and the land- 
revenue demand for the same area 2*93 croies. That is, while the 
land-revenue has fallen from 99 per cent in 1793 to about 19 per 
cent in 1925, the landed interests other than raiyats, have bene- 
fited during the same period by an increase of more than 12 
crores of rupees in their income from land. But this represents 
only tJie legal r(»cognised I'ents paid by the tenants. In order to 
estimate the full amount of the rental received l)y the landlords and 
the tenure-holders of various grades to whom they have transmitted 
their interests in land, account must be taken of the numei’ous fees 
and imposts which in one shape or other have l>een paid by the 
tenants during all this period and are still being paid over the 
greater part of the country. There is reason to believe that the 
ahwah was a convenient method of avoiding fluctuations in the os- 
tensible rate of rent, at a time wlien custom counted for more than 
contract, and the relations of landlords and tenants had not been 
brought down to modern definiteness. But they lent themselves 
to great abuses and grew up into a very oppressive burden on the 
raiyats. When the Permanent Settlement was concluded, all 
ahwahs were consolidated with the rent and the imposition of fresh 
ahwahs was prohibited. This prohibition remains a part of the sub- 
stantive law of landlord and tenant in Bengal to this day. But 
it has been, all through, honoured more in the breach than other- 
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wise. When Lord Curzon’s Government reviewed the land-revenue 
systems of India iji 1902, the resolution embodyin^^ the views of 
the Government said that there were grounds for suspecting that 
the landlords often sliifted on to the tenaniw that share of the 
burden of local cesses which is imposed on themselves by law. The 
Resolution goes on to say, There are also, in some zainindari 
tracts, a number of piactic^ally unauthorised village cesses, .... 
which are well-known to all those who are familiar with the eco- 
nomy of rural life in India. In many cases, these unrecognised 
and often undesirable imposts exceed the total of the cesses levied 
under the llritisb administration.” The extent to which this 
canker has grown in Ihe agi\arian economy of Bengal, as revealed 
by the empiiries instiUiled during the seitlement operations of the 
various districts, is a scandal and a mena<*e to the prosperity of 
rural areas. In his report on the settlement operations of Bakar- 
ganj district, Mr. Jack says that a conservative estimate would 
place the total amount collected as ahwah in that district, at not 
less than twenty lakhs of rnxiees, or more than the entire Govern- 
ment land-revenue, and one quarter of the entire rental of the 
district. Tlve report goes on : “ In addition to these levies, there 

are levies for special purposes although the amount coil- 

lected appears to l>e always far in excess of the amount expended 
and occasionally the service or institution for which the amount is 
collected is not maintained at all. Of Ihe f^arne nature is the 
excess realisation of the public w’orks and road cess which is very 
rarely levied by the landlords at the authorised rate. ”8 Mr. Jaek 
maintains that for any attempt^ to withstand the imposition of the 
ahwah ^ the he^lp afforded by law is illusory; l)eeause a prosecution 
in the criminal courts for extortion is almost impossible to bring 
home, while the compensation afforded by Section 75 of the Bengal 
Tenancy Act wonld ordinarily not cover the cost of a civil suit. 
He goes on to say that above all, the refusal of rent-receipts places 
the tenant in a very disadvantageous position in any litfgntion 

8P. 79. 

F 9 
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with his landlord, as it lays him always open to counter-attack 
by means of a suit for a nears of refit. “ The more generaJl method 
by which the j)aymeiit of these charges (abwabs) is enforced is by 
the threat of a suit for arrears of rent, the success of which is pre- 
pared by the univei*sal refusal to grant rent-receipts. In no pri- 
vate estate in Bakargaiij are receipts granted for a jiart-payment on 
account of rent, and in few for a full payment; in the south of 
the district, many estates, Ixith large and small, oi)eiily refuse to 
grant receipts for rent at all When a payment is ten- 

dered, the landlord credits the sum first against nbwab, and the 
balance only against renl.”^ The same author writing about the 
state of affairs in Faridpur says, The rate at wliich the road 
cess is levied shows remarkahlc differences in different parts of the 
district. Often in the north and east, it was toinnl to he collected 
at the legal rate of half an aiiiia in the ru])oe ot rent, but as often 
at double the legal ral^. In Palong, it was never less than (»iie 
anna and often two or three. In some estates, it rose much higher, 
and the Narail liahus in the west of the district appear to have 
levied it at the rate of 6 annas in the rupee. 

Describing the conditions in Dacca distrii‘t, Mr. Ascoli writes 
in 1917, that the ahwcihs are divisible into two classes — the routine 
and ceremonial. The Permanent Settlement sanctioned the inclu- 
sion of the abwabs in the rent, while forbidding additional abwabs. 

Rents were increased, and (fbwahs continued; and io the present 
day, the landlords of Dacca have develo])ed this precedent and 
augmented their rents by the inclusion of abwabs; not unnaturally, 

a fresh ahwah is immediately imposed When settlement 

operations commenced in that area (the estate of BhaAval), abwabs 
varying from 2^ annas to 5 annas in the rupee, wert' discovered 
throughout the estate The blight, however, was not pecu- 

liar to Bhawal. Excepting small areas in tlie noith-easi of the 
district, where the raivat has temporarily gained the upper hand, 


9 p. 83. 

10 Paridpur Settlement Report, p. 89. 
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and even rent is unrealisable, excepting areas, where the number 
of petty co-sharers is so abiiormail as to jeopardise any regular col- 
lection of rent, or the power of the petty absentee tenure-holders 
is too slight to admit of control, ahwahs are realised throughout 
the district, more specially by the powerful landlords. Often a 
^consolidated ahivab of 2 annas or 2 annas G pies in the rupee is 
leviecf; occasionally the ahwdh is levied on area.” Speaking of 
ceremonial ahwabs, he says, ‘‘ Illegal evictions, false criminal 
prosecutions, fortuitous fires and the open destruction of home- 
steads by means of elephants, arc the ordinary methods of pro- 
cedure in such cases Where the ceremonial abw^b exists, 

it is employed as an engine, not merely of financial extortion, but 
of physical oppression.” Mr. Ascoli says that it is not possible 
to estimate with any degree of precision the amount of the ahwah, 
but puts it conservatively at 1 J annas in the rupee on the cash rent- 
roll, and says it must be well within the mark. On the basis of this 
estimate, the pirwcods of the (fbu'alKs in Dacca would amount to 
Es. 3,r)0,(K)0.^i 111 his report on Jessore Settlement (1920 — 24), 

Mr. Monnin, now Director of Ijaiid Becords, Bengal, gives in- 
stances where road cesses are realised at the rate of 1 anna or 
annas })er rupee of rent. He also gives an account of the various 
abirabs realised in the diflerent estates, some of which are appro- 
priated by tlie officers of the zamiiulars. ITe says, The tenants 
seem to have Ix'come used to the payment of ahirabs and pay 
without demur, but the real sting lies in the fact that these ahwabs 
are realised with an iioii hand, and are considered to be the first 
charge on the tenant, even in preference to rent.” 

In his report on Birldium districl Mr. E<ol>ertson complains 
that in numerous eases. Section 56 of the Bengal Tenancy Act 
as regards the granting of rent -receipts is not carried out; that 
when arrear I'ent is due, the year for which it is due is not speci- 
fied; that in many cases the gom^sta does not grant a counterfoil 
receipt in the prescribed form, but only gives the raiyat a roka or 


11 Dace la Bettleniei) Keporfc, p. dJ. 
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slip of pappr, stating that lie lias reeoived a certain sum, which 
he holds in deposit on the raiyal’s accouni; it is not even stated 
that the money has been paid on account of rent. The report goes 
on, “ Another evil and oppressive practice is to withhold or refuse 
receipts to the raiyat, unless he pays, more than the rent shown in 
the receipt as payable by him. 1 have innumerable complaints' 
made to me about the matter, and 1 have no doubt that in most 
cases the complaints were true. In some cases the raiyat does 
not receive even a roka for the rent paid by him.’’^ 

In his report on Chittagong Mr, Allen enumerates a number 
of abwabs found in that district. Instances can be multiplied to 
show that the disease is rampant throughout Bengal. These are 
only typical of the state of affairs as revealed by the Settlement 
l{ej)orts. It was hoped that the publication of these Ileports would 
check the evil to a certain extent. Unfortunately these exi)ecla- 
tions do not seem to have been realised. As Mr. Monnin pointed 
out in the Jessore Ileport (page 12*1), the only provision in the 
Tenancy Act is a power of the tenant to sue for recovery of the 
alnvdb realised. The tenant pays the ahwah because he is afraid 
to oppose the landlord, and it is improbable, in the nature of the 
case, that he should bring a suit against him or complain in court. 
Hence this provision of law has remained a dead letter. The 
Land Revenue Administration Ro^wit for 1925-2G says, “ The 
practice of levying illegal cesses or abwabs over and above the 
legal rents by the agents of private pi’oi)rietors is still prevalent 

throughout the province But although the tenants now fully 

understand that these exactions are illegal, they usually pay such 
demands, without piotest, in order to avoid the displeasure of the 
zamindar and his ainlas. There is provision indeed, in Sec'tion 
75 of the Bengal Tenancy Act, against such exactions, but for the 
reasons stated above it has practically remaijied a dead letter. 
The Administration Rci)ort for 192G-27 reiterul^s the sanie views 

12 P. 20. , . 

13 P.17. 
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In his meiuorauidum submitted to the Taxation Enquiry Com- 
mittee, Mr. Jameson, Director of Land Itocords, gave his opinion 
that the illegal exactions made by the zamindar himself and his 
underlings are iu some at least as important an item as the rent. 
The fo^llowing, taken from his evidence on the point before the 
Taxation Enquiry Comimttee, is illuminating; 

Sir Percy Thompson : Q . — Is there any attempt made to stop 
these illegal exactions ? 

A . — There are provisions in the Tenancy Act by which the 
person affected may complain to the magistrate; but these provi- 
sions are in practice a dead letter. 

Q , — Then practically, your tenancy law is a dead letter? 

J. — Yes, in respect of these illegal exactions. Of course the 
illegal exactions arc quite moderate in, many parts and they are 
more or less stable. They will bo annas 2 in a rupee of rent. 
But the tenant knows exactly how much he has got to pay.^^ 

The other great and important source of income to the land- 
lords is the fee levied on transfers of raiyati holdings. The Bengal 
Tenancy Act made the transferability of oc*cupancy holdings de- 
I)endent on the consent of the landlord. Since then this consent 
has developed a money-value which varied in different localities, 
but has been estimated to be, on the whole, about 20 to 25 per 
cent of the capitalised value of the holdings. The practice became 
so universal, tJiat the Government followed the example and in- 
troduced the system in the estates w^hich are under its direct 
management. The process was comideted when the Bengal Ten- 
ancy (Amendment) Act of 1028 legalised the practice, and fixed 
the landlord’s fee at 20 per cent of the value of the holding trans- 
ferred or five times the rent thei'cof, whichever is greater. It 
is difficult to estimate the income of the landlords from this 
source, because the figures relating to transfers of occupancy-hold- 
ings are not separately recorded. The Ileport of tlie Registration 
Department for 1927 shows that the value of immovable property 


14 Report of T. E. Committee, Vol. 6, p. 328. 
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transferred by registered instruments during that year, by gift, 
mortgage, sale or exchange, came up to 32*47 crores of rupees. It 
can be presumed that a substantial proportion of these are occu- 
pancy-hbldings ; and there can be no doubt that the legalisation 
of transferability must increase the number of such transfers. 
Assuming the value of occupancy-holdings or parts or shares 
thereof, which will be annually transferred in future, to be IG 
crores of rupees or half that of the total amo-unt transferred at 
present, the landlords would get more than 3 crores from this 
source, which more than covers the land-revenue which they pay 
to the Government. 

It has been said that rent in Bengal as paid by the tenants 
for the use or occupation of land is far below tlie true economic 
rent; that it is controlled, by custom on the one hand and the 
clauses of the Tenancy laws on the othei*, and has no relation to 
the surplus produce of land after paying for the costs of cultivation, 
with reasonable profits. Tin's is certainly true so far as the regu- 
lar authorised rental is concerned. But when we consider the 
various ways and pretences by whicli the raiyat is deprived of that 
share of ihe surplus produce of laud, which legally and rightfully 
belongs to him, we (‘an doubt very mucli whether the whole of 
the economic rent of land in Bengal which has enormously imu’eas- 
ed since 1793 does not accrue to the land-holding interests of 
various grades superimposed on the tenants. 


II 

iVe have seen that tlie landlords in Bengal pay a^s land-revenue 
about 19 per cent of the legal authorised rental whudi they receive 
from the tenants, without taking into account the fees on 
transfers and other extra-legal and illegal exactions on various 
pretences. Since agricultural incomes are exempted from income- 
tax, this represents, leaving out of account the local cesses, the 
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total share of .the burden of provincial revenues on landed-interests 
as sucli. We propose to examine whether this class is contri- 
buting; its fair share to the expenses of government, according to 
princip^les conducive to the best interests of the community as a 
whole. The question is of vital and incieasing importance, owing 
to the growing demands on the State, caused by a radical change 
in recent years in our conception of the duties of the State. It is 
looked upon now^adays as an instrument of s(X‘ial reform and 
economic! regeneration, and no Oovernment can succeed in Bengal, 
which does not make a substantial effort in fighting poverty, 
ignorance and disease. It has been truly said that financial 
stringency had as much share in killing Diarcliy in Bengal as the 
Swarajists. In view of the* fact that in fiiinre, the expenditure 
on tlie nation-building departments is sure to grow at an ever- 
increasing rate, no finance minister 'can ignore to seriously examine 
whether the largest industry in the country is discharging its fair 
share of the tax burden. 

It would be instructive, in this (‘onneetion, to eompare the 
land-revenue in Bengal witli those of other provinces. It was 
usual in former years to make this compaiison according to the 
incidence of land-revenue per head of population, or per sqiiare 
mile or by the percentage of land-revenue to the gross value of 
the crop in the various provinces as was done by the Famine 
Commission. But these comparisons are vitiated by vitail differ- 
ences in the conditions of the various provinces. Tlie proportion 
of the agricultural population to the total population and of culti- 
vated area to the total area differ from province to province; and 
there are variations in the fertility of the soil, the size of the liold- 
ings and the expenses of cultivation, which varies not only accord- 
ing to the soil but also at^cording to the crop raised. A comparison 
can only reasonably be made of the porcontage borne by land- 

revenue to the real economic rent which is the true taxable sur- 

• 

plus from land. But the competitive rent does not exist either 
in Bengali or in other provinces, taken broadly. Hence a com- 
parison can only l>e made on the basis of existing rentals, whieh 
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in many cases are controlled by cuhIoiu and tenancy laws and 
in some are fixed by revenue officers. Thaugli allowance must 
be made' for this factor, yet flic authoritative enquiries which have 
been made on tins basis in the ])ast would give a suflicient indica- 
tion of the pitch of land-revenue in the various provinces. 

‘ An exhaustive review of the land- revenue systems prevailing 
ill India was made hy the Government of India in 1902, owing 
to influential nqnosentatioiis that the series of calamities whicJi 
in preceding years assailed the agricultural population "was due to 
poverty (‘aused by over-assessment. The famous resolution em- 
bodying tlie land-revenue iMilicy of the Government described the 
incidence of land-reveniie in temx)orarily-se tiled zamindari tracts 
as follows: — The Government share was brought down in the 
North -'Western Provinces to an average of less than fifty per cent 
of tlie income of the jiroprietor from land; in the re^seitleinent of 
Gudh, then on the i)oint of completion, the average fell below 47 
per cent; in the Central Provinces, there had been a progressive 
j eduction in the assessment, though it had not reached the limit 
of the North-Western Provinces; in Orissa, at the re-settlement 
just concluded, it had been brought down to 54 per cent; in the 
Punjab, the general average did not exceed 45 per cent of the 
net income. The resolution concludes: “ Froin the summary it 
results that while the standard of 50 per cent has nowhere been 
laid down as a fixed and immutable prescription, there has been, 
and there is a growing tendency, throughout temporarily-settled 
zamindari districts, to approximate to it. And in special circum- 
stances, a very much lower share is taken. (Para. 13.) 

Comparative figures for more recent times are available from 
the replies in 1925 of the local Governments to the letter of the 
Taxation Enquiry Committee on this point. The Burma Govern- 
ment gives the average rent and revenue per acre for 21 districts, 
which comes to Rs. 3*20 for revenue and 10'48 for rent or about 
30 per cent. The Punjab Government gave the proportion of 
land-revenue to net assets for 11 districts as 25 per cent at the 
time of imposition ; but as 0 of these belonged to the same division, 
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5 enjoyed irrigation from perennial canals, and four from inunda-" 
tion canals, it was thoug^ht that they wer^a not typica:! of thb 
province, and Government therefore made enquiries, and gave the 
results of 15 other districts where the average proportion came up 
to 29 G per cent. The United Provinces Government gave the pro- 
portion of revenue to rent as 27 per cent ; and the Madras Govern- 
ment gave the multiple of rental to assessment for 22 districts as 
5‘6 times; i.e., the percentage of assessment comes up to 18 per 
cent. Thougii the figures are not exhaustive, and are, by their 
nature, rather inconclusive, OAving to the absence of any know- 
ledge as to the propoi’tioii which the actual rentals bear to the real 
economic rent in the various provinces, yet they afford a basis on 
which it may perhaps be safely estimated that, on an average, the 
proportion of revenue to net assets, estimated on the basis of actual 
rentals, comes up to about 25 per cent for India as a whoile, and 
only 19 per cent for Bengal. 

The wisdom or otherwise of making the Permanent Settlement 
with the zamiiidars has perhaps ceased to be of any but academic 
interest; but the fairness and incidence of the land-tax is of vital* 
interest, and bids fair to command more attention in the future. 
It may be pointed out that land-revenue violates some important 
and accepted canons of taxation. By its nature it is absolutely 
inelastic. But what ivS more important, by a curious freak of for- 
tune, the proportion which the income from land contributes to the 
public revenues decreases wirh every increase in that income. We 
have seen how the proportion has come down from 90 to only 19 per 
cent since 1798. It can hardly he said that tlie tendency has spent 
its force; the factors at work may bring down the propoi’tioii to a 
veiy much smaller figure. The increasing attention at present 
given to the possibilities of scientific agriculture may bring up 
the incomes from land to much higher figiiies. And then, every 
increase in price tends to increase rents by a double process, by 
shifting the margin of cultivation and thus increasing Ihe pro- 
ducers’ surplus, and by increasing its money value. 

Land-revenue suffers from another defect which is inherent 

P. 10 
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in tlie nature o£ tbie tax. The practical interpretation of the canon 
of ability is i^6wn ^by iiixp universal acceptance of the idea of 
progresirion in taxation. But land-revenue is essentially a tax on 
things and not dn persons, a ‘ real ' ta^, dealing with the object, 
or the value embodied in the object, and takes no account of the 
position of the proprietor ; hence the doctrine of progression cannot^ 
be applied to it. The European countries have sought to 
counteract this virtual inequality of taxation by a graduated 
system of income-tax and death-duties; but landed-incomes in 
Bengal are notoriously exempt from the operation of the one and 
practically free from the other. As a matter of fact, if we consider 
other parte of India, which are not under zamindari settlement, 
it tends in the opposite direction and presses very hard on the 
owners of small holdings, which are very often uneconomic, and 
yet not exempted from the land-tax. 

The land-revenue in Bengal is paid only by those who are 
recorded as proprietors of estates. Thanks to the Tatni system 
and its elaborate extension through sub-inf eudation, there is a 
vast body of subordinate tenure-holders owning various grades of 
intermediate interests in land. The number of tenures assessed 
to local cesvses in 1927 amounted to 47,83,505. A great proportion 
of them are owners of interests which are substantial and valuable. 
But this great Ixjdy of landowners, as sucli, are aliogether exempt 
Irom any (jontribution to the provincial revenues. 

Another lesult of the Permanent Settlement lias beeji that 
the incidence of land-tax has tended to l>e(H)me more and more 
unequal. While the amount of the tax was fixed, the elements 
which affect the true rent are perpetually varying. In 1793, 
most districts had some estates containing a great pro-portion of 
untilled lands, while others were pretty well developed. The 
increment m the economic l ent in the former may have been many 
times that of the latter. Tjaiid which was fertile when cultivation 
was extensive, may be relative*ly poorer now that cultivation is 
intensive. Moreover, the development of the country has affected 
different estates in different degrees, and thus added in unequal 
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proportions to ^ihe important part of their vajue ^ich is due t« , 
public rather than private causes. 

Thus, whether we consider the relative tax-burdejr of x)ersons 
who pay laud-revenue in IletJgal, or the landed intemsts as compared 
to other classes in the province, or the landed-classes in othei* 
I)ro^*inces, we find that land-revenue in Bengal can have little 
pretensions to distributive justice. 

Yet, the State has special claims on the income f/om land 
than on other forms of wealth. Bent is essentially a residual 
income emerging* afier tlio satisfaction of all claims of human 
energy and waitings. The x)art of the national income, which 
goes to the earnings of land, is a suridns in a senso in which the 
earnings of other agents of production are not a surjilus. Taxation 
of other sources of income is bound to react on their sup])ly. But, 
theoreti(*ally, taxation of the entire economic rent would not 
impair the vigour of industry or the accumulation of capital. 
But this would naturally offend our sense of ec^uity, since public 
proi)erty has been recognised and much of the land has changed 
hands, in which case, rent simply represents the normal anticipated 
profits from their invesiments. On the other hand, it should be 
remembered that much the greater part of rent is unearned incotue, 
which ow^es its origin to causes which are public rather than 
private in their character. Any new burden on land would not 
afPoet its future owners since, in every ease of purchase, it will 
be amortised. It will certainly affect the present owners; but 
then it will only take away the diiferential advantage which land 
enjoys at present over other forms of capital. Those wdio speculated 
in land, must take the risk of prospective burdens on it, and cannot 
exj^eet the present system of taxation to continue always. Of 
course, extra-taxation wall depress the value of land for the time 
being, but that result is inevitable in all forms of taxation. If 
the several forms of incomes are taxed in due proportion, the man 
investing capital in land will get the same proportional return as 
he might get by investing in any other direction. 

A more substantial argument against land-tax is that the 
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income from land is a composite income including other elements 
than pure rent; and the tax may fail on fixed capital if the land 
owes its value to capital sunk in it. This will mean a tax on 
interest on capital applied on land and if unaccompanied by taxa- 
tion of other forms of capital, would discourage the investment 
of capital on land on the one hand, and on the other discourage 
loans to owners of land and raise the interest on mortgages. But 
as it is, unfortunately there is very little capital applied to land 
in Bengal for i)e]nianent improvements. It is important to guard 
against the danger; but it (‘an be avoided by making due alllowances 
for the costs of production including interests on capital and normal 
profits. Every productive employment of capital in land, which 
iiicrejises its yield, ought to be encourag*ed ; but investment of 
capital in land in the sejise of simply buying it at the capitalised 
value of its present rental has no necessary connections with 
improvements in land; what is interest on capital to the individual, 
is, from the national point of view, only rent from land and is a 
proper source of taxation. Any such tax will not affect the maigin 
of cultivation, but may enable relief to ha given to other methods 
of taxation which bear on industry and accumulation of capital. 

These considerations, which show that land should be treated 
on a separate footing for purposes of taxation fiom other sources 
of income, are borne out by the universal practice in the modern 
world, where it bears a comparatively heavier burden, because 
apart from a proportional land tax and local rates, income from 
land is treated on exactly the same footing as other incomes for 
purposes of income-tax and death duty.^ 

Death duties are nowadays regarded as a very fair, equitable 
und important source of taxation in most countries. The State 
is supposed to have a moral claim to a part of wealth which could 
only be amassed, retained and enjoyed under the security which it 
affords. It is levied at a time when the owner has no necessity 

16 For a brief survey of land tax in different countries, see Report of Taxation 
Kuquiry Committee, Chapter IV, Part 1. 
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for it ; and those who succeed have at best a moral claim ; and in 
many eases it is mere windfallv Moreover, it is reg'arded as an 
instrument of sexual justice, which brings to the community a 
part of the unearned income ironi an idle class created by huge 
inheritances. But for our purpose, the most imporiiaut practical 
consideration is that it is a direct tax, which, with a carefully 
planned system of jMogressioii, may be made an instrument of 
more equal distrilmtivc justice in taxation; and which pronlises 
to open up a substantial source ol revenue for much-needed nation- 
building work. 

The situation in Bengal as legards death duties is very 
anomalous. At prescuit duties have g'ot to be paid for probate, 
letters of administration and succession certificates. But Ihese 
duties are limited in their oj)erati(Hi and inccpiitable in iheir 
incidence, which varies with ra<*e, religion and locality. By the 
Admiiiistrator-denci'ars Act, duty has got to be paid in respect 
of any property over Rs. I, (KM) in value left by any European, 
Eurasian, Armenian, Jew or jxu'son of foreign domicile. The 
Hindus pay tlie duty in cases of testamentary succession where a 
claim has got to be established in couii;. The Muhammadans and 
the Hindus who do not come under the Hindu Wills Act only 
pay when they sue for the recovery of a debt, eitlier for probatfe, 
letters of administration or a succession certifirate. The produc- 
tion of a succession certificate, probate or letter of administration 
can also be insisted upon under special laws, such as the Post 
Office Cash Certificates Act 1917, Provident Funds Act 1897, etc. 

The necessity of putting the whole system on a more equitable 
and less complicated basis and of extending it to all cases of 
transfer of property by death has been long recognised. Tlie whole 
question was examined in Bengal in 1924. The imposition of death 
duties on an all-India basis was ret'ommended by the Taxation 
Enquiry Committee. There are practical difficulties especially 
because of joint-families, and the different systems of inheritance. 
But these difficulties would arise only in exceptional cases and 
may be met by legislation if necessary and they should not be 
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allowed to stiiiul in the way of a very necessary refom the 
tax-system. ^ 

The amount wliicli may be raised from this source may be 
realised from the duties paid under the existing laws, which are 
so limited in their opei*ation. In the year 1920-21 the total valu^ 
of projierty on which pr^obate duty (under Art. 11 of the^Court 
Fees Act) was paid in Bengal amounted to Rs. 4,10,75,(XK), out 
of whi(‘h property in land other than house-pjopei’ty amounted in 
A^alue to Rs. 24,01,000 and paid the duty in 38 cases.^^ In 1923-24, 
the total receipts from these sources in Bengal amounted to 
Rs. 15,32,207.17 It is highly desirable that in Bengal, at any rate, 
a. uniform jind comprehensive system of estate and succession duties, 
Aviih a proiier scale of progression and a pro[)er exemption limit, 
be instituted and the duties realised either by the ordinary revenue 
jirocess or by making probates or letters of administratiou 
eompulsory. 

The other reform in land-taxation suggested is to take aAvay 
the^exemption which income from land now enjoys from liability 
to income-tax. The history of the question is very involved and 
has given rise to bitter controversies in the past. The Bengal 
landlords base their demand for exemption on the Permanent 
Settlement which declared that the public demand should not be 
augmented ‘‘ in consequence of the improvement of their respective 
estates.^^ Without going into the legal aspects of the question 
it nlay be said that the plea has not l>een accepted by the Gov^ern- 
ment, which contends that their liability to the general burdens 
of State in common with other classes of the community has no 
necessary reference to the improvement of their estates, that it is 
aii^ entirely different kind of liability based on a totally different 
principle. As a matter of fact agricultural incomes were included 
in the income-tax in 1860 and in 1869, and the license-tax on the 
trader in 1878 which Avas levied for forming a famine insurance 


16 Note sii twitted by Lofral Adviser to Taxation Enquiry Committee. 

17 Annexure B of Note by Legal Advisei^ to T.B. Committee. 
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fund was combined with a cess on land. This land-cess, which 
was ia corresponding burden to the license-tax or its successor the 
income-tax has been abolished for proyinciaih or imperial purposes,, 
but nothing has taken its place. Consequently one can only Orgree 
with the Taxation Enquiry Committee that there is nothing in 
4he history of the case to justify the continued exemption of this 
ciass^f income from the income-tax. 

It has been pleaded on behalf of the Bengal landlords that 
most of them are poor and in indebtedness a condition of 
things for which they have to thank their own extravagance and 
the habit of sub-letting whenever a tolerable income may be secured 
without the responsibilities of management. But the argument 

is hardly relevant in view of the fact that income-tax is only 
imposed on incomes in excess of lis. 2,000. 

A mote important practical consideration is whether the yield 
would justify the measure. In his memorandum before the 
Taxation Emiuiry Committee, Sir P. C. Mitter, Secretary to the 
British Indian Association, stated that the total number of voters,* 
in the landholders’ electorate in Bengal for returning a member 
to the Legislative Assembly, is only 0511. The revenue, rent ?ind 
cess qualifications are such that the minimum income of the 
landholders eligible as voters is only about Its. 12,000 a year. But 
this hardly gives a fair indication of the possible yield from this 
source, if the exemption limit be retained at Bs. 2,000. For one 
thing, the number of people in the lower ranges of incomes are 
always substantially greater than in the higher ranges. And then, 
only tliovsc paying land-revenue or cesses direct to the Governmeqt 
are eligible as voters in West Bengal, though in East Bengal 
pernianeht 't entire-holders paying a similar amount of rent or cess 
are also eligible. There may b(^ many tenure-holders, who are 
not voters, but yet whose incomes may be veiy high; for there 
is no reason why the income from a lower interest in land should 


18 T.K. Coiiimittee’B lleport, p. 212. 

W PWidence of l^ir V. C.t 'Mitter before the Talafion Enqiifiy Committeo. 
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necessarily be lower than that of the higher interests. It Should 
also be remembered that many peo])le who are now exempted from 
the income-tax, but who combine other sources of income with 
that of land, will come within its orbit when the latter is taken 
into consideration for purposes of assessment. Moreover, though 
the minimum income of the voters is lls. 12,000 a year, tb^ 
maximum may bo many lakhs, and with a proper system of 
giaduation, it is likely that a considerable revenue niay be realised 
from this source. 

We have seen that equity as well as administrative necessities 
demand that landed- incomes in Bengal-should be made to bear a 
greater propoi’tion of the tax-burden than they do at present. In 
the case of other agents of production, the inexorable process of 
competition eliminates antiquated and inefficient methods of 
production. Owing to the peculiar nature of land, there is a large 
number of landowners who do nothing to bring its use in line 
with modern methods, but who live as parasites on its rental, .which 
again is in a great measure due to public causes. It is only pi-oper 
that this class should be made to pay their share of the- geni^ral 
burden. Both of the two measures suggested (they have been 
considered many times) may have to bt» dealt with on an aJl-India 
basis. But the considerations justifying their imposition, apply 
with special force in the case of the Bengal landlords. They have 
been resisted so long owing’ to the efPoiis and influence of these 
po'werful interests. lUit it is time it is realised that the existing 
inequalities cannot go on for ever, simply because the landed 
classes have come to regard themselves as ])eculiaiily immune from 
further taxation, and that the tax-system sln)uld be based on a 
rational basis, which will be able to satisfy the urgent claimsr of 
the new generation, and those of the future. 



THE ECONOMIC SURVEY OF AN INDIAN 
VILLAGE 
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E. C. Bhatty, 

Ewing Christian College^ Allahabad. 

The village imder invcHtigaiioii is known by two names — 
Dashrathpur and Paliwarpur. The two names have a very interest- 
ing origin. Some four luindred years ago, when the whole area 
of the village and^ its vicinity was covered by buahy forests, one 
Dashrath — a Banya by caste — selected a small open place as his 
abode. In due course, the others followed suit, and the abode of 
a solitary j)erson developed into a village of an appreciable size. 
The forest, of course, was cut down, and the land useil for purimses 
of cultivation. The Banya, by virtue of his thrifty and frugal 
habits; mingled with a high degree of business cleverness, grew 
rich. The village, by common consent, was christened after him, 
as he was the first to inhabit the solitary s})ot, and, secondly, 
because he had gained sufficient piominenco by this time on account 
of his tiches. For two hundred years the village retained a single 
name, until the advent of Paliwar Kajputs in the village. They 
too1[>ecame prominent and w6althy> and the village, according to the 
famous Persian couplet — ^ renamed 

Paliwarpur. It is strange that the two names have somehow pre- 
served their existence. The former embellishes the official records, 
while the latter is cuiTent among the inhabitants of this village 
and its neighbourhood. It is curious enough to note that some 
people in the village are not even aw are of the first name. Each 
occupies its own sphere, and there is no apparent or real 
encroachment in the domain of one another. 
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The village is situated in the Bliadohi Pargana of the Benares 
State in the Qyanpore Tehsil. The nearest ])olice-stati-oti is Gryan- 
pore which is at a distance of about three miles ; but the village is 
within the circle* of Silriyawan Police-station which is at a distance 
of about six miles from the village, and is also a raihsray station. 
Th<^ nearest station, of course, is Mondh on the ll.I.H. lines bejiween 
Allahabad and Benares. The village is very unfortunate in not 

— s< ’'1 'll. 

having a post oilico and a. school of its own, Ixith being situated 

at a distance of over a mile. The sch(H>l is maintained by the 

District Boards and for inspection pur|X)ses it is attached to the 
»•» ^ 

Dejiartment of Education, United Provinces. The centre of 

activities and attiaction is (lyanpore, which has Judicial as well 

as Criminal Courts, and also a hospital and a jail. 

PIIYSTCAI. DESOHIPTION OF THE VIELAQE 

Dashrathpur is a village of an avi'rago size. Its area is about 
four hundred and nine bighas, out of which about sixty bighas 
are occupied liy the ahadi or village site. About 225 bighas are 
under actual (uiltivation and the rt*st is occupied by groves, tanks 
and scattered group of trees. There is one fruit-bearing and one 
non-fniit-boaring garden attached to two hou^s in the village. 
There are 70 guava trees in the fruit-bearing garden, yielding an 
annual income of about lls. hO. The entire i>roduce of the garden 
is sold to a fruit-vendor. It does not bring a higher sum in spite 
of the fact that guavas are much in demand in the vicinity. The 
reason is that the fruit-selling is carried on generally by a class of 
people known as Ivhatiks. There is a scarcity of this class in the 
neighbourhood, and the ono family that exists there, has a ihonopoly 
on the purchasers* side. He has an advantage in that he is a single 
buyer, there being several sellers, and consequently he gets the 
better of the bargain. This situation is due chie(|y to the caste 
system, and the immobile character of labour. People of no other 
caste in the village would take to this occiifiation, so the supply 
of this' kind " of lahouf is limited by caste restrictions, y hatiks 
'from aity other village do not care to leave their hearth and home, 
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and conaeqncntly there is no influx of people belonging to this 
•class into the village. Competition plays no part in any depart- 
ment of the village-life. The absence of competition leaves no 
incentive for the cultivator to engage himself in fruit culture. 
Already there are five groves in the village— three containing mango 
fl’ces^ and two iqahua trees. These groves bring no income. There 
is a sort of prejudice prevailing in the village against selling the 
grove fruits. This custom, of course, is not so formidable. Had 
there been any road, Jcutcha or purca, connecting the village with 
the railway s+atiop, people would probably bo tempted to sell the 
fruits of their groves. Absence of transport facilities discourages 
the export of the village product. 

SOIL 

The soil in general is fertile. It is of several kinds, but 
generally it ia g sandy loam. The soil just surrounding the village 
IS most f.ertilp. .The reason is not far to seek. First of all the 
land near the village gets the greatest care. The villagers keep 
their cattle on these fields when not sown, and they consequently 
are enriched by the dung and tbo urine of the animals. Other 
forms of village refuse and night.soil also are thrown and deposited 
in these fields, -^there being, of course, no regular latrines in 
the village. Because of these, the productivity of the land is 
considerably rai.sed, and there is generally a scramble for these 
fields among the tcpants-at-will. They, therefore, command higher 
rents. Besides, people prefer to cultivate sugarcane and vegetable 
in these fields, as these crops recjiiire more care and jirotection 
both from men and animals. All those causes tend to make the 
demand greater, leading to a rise in rents. 

. . VILLAGE OFFICIALS 

The only adfive village ctflcials are the Patwari, the Obowld- 
dar and the Kw*Wnda er 4;he rent-collector. The Patwaij the 
village aceouptaat, and keeps all the papers coficerfting the village. 
His jifrisdictiotf extends over three othep villages, Jbesidep, the on* 
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umhT investigation. Of the many registers and papeors with the 
maintenance of which a Patwari is charged, only the following 
may be noted here : — 

1 . The map ot the village. 

2. The Khasra or the field-book. 

3. The Ehatanni or register of cultivators. 

4. Siaha or cash-rents. 

5. The grain-rent ledger. 

6 . The Jamabandi, or the annual rent roll. 

7. The Khewat or proprietary register. 

The second important official is the Chowkidar, who keeps a 
waieh over the village, and notes the movements of the criminals 
and the suspects, and keeps the police informed of all the different 
activities in the village. He also reports the number of deaths 
and births. But it is to be regretted that these two officials being 
underpaid do not discharge their respective duties efficiently and 
honestly. 

The third village official of any note is the rent-collector. He 
has no executive duties to perform. The village being situated 
in Benares State, His Highness the Maharaja is the sole landlord, 
and the rent-collector is his paid representative. He is empowered 
to collect rents up to Bs. 20,000. The whole rent of the village 
amounts to Es. 800 only. There are no lamhardan and no 
pancjiayat in the village. There is, however, a Mukhyu, but he 
is only a figurehead, and comes into prominence only when some 
crime has been committed in the village, and the police-officer has 
corn® for investigation. 


POPULATION 

The last census was taken in the year 1921, and according 
to it the population is as follows : — 

a. Males ... ... ... 215 

b. Females ... ... ..4 199 - 


Total . . . 408 
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Castes 


a. 

Rajputs 

... 73 • 

b. 

Mohammad an W ea vers 

.... 17i> 

c. 

Washermen 

... 13 

d. 

Kewats 

... 49 

e. 

Kaliars 

... 17 

f. 

Shepherds ... 

... If) 


Khatiks 

8 

h. 

Ahirs 

... 19 

i. 

Cham^rs * 

53 

j* 

Kumhars 

(i 

k. 

Goldsmiths 

4 

1 . 

Carpenters and blacksmiths 

8 

In. 

Jlarais (hetel-raisers) ... 

4 

n. 

llanyas 

7 

o. 

llarbers 

7 


Except the MohjiTniiiadans who arc 179 in iiuinl)er Ihc rest of 
the j)opulniion is IHiulu. A <^lance at the pojnilalion staiistics 
will show that the village is solf-siifficiont so far as (he agricul- 
tural neeils are concerned. Inhere are no JhaJmians. They are 
imported from the neif>hhouring* villages whenever a religious 
ceremony or a puja has to he performed. 

There has occurred no serious epidemic, these fifteen or twenty 
years, except this year, when six men and seven women died, due 
to plague. People have not yet learnt the value of inoculation, and 
take to evacuation only when it is too late. Mortality among child- 
ren is the highest. Out of oveiy ten children only al>out six 
or seven survive the age of two. Then comparatively the number 
of deaths atnong women is greater than that among men. The 
main disehse that is taking a heavy toll of women not only in this 
village, but also in other places in India, is tuberculosis. T^e 
disease seems to be fast spreading, and taking a deep root in the 
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village. A larg"e number of deaths occur in the village because 
of it. Theidisease finds a most congenial soil in India, because of 
the presence of 'purdah system, child-marriage and under-feeding. 
Besides this, the housing conditions are most unsatisfactory. The 
mud hovels in which the villagers live are ill-ventilated, dark and 
dingy. The situation is not altogether hopeless. The agp of 
marriage is gradually rising in all castes, and it is hoped that with 
the proposed legislation and the spread of education the disease 
will eventually disappear root and branch. Only twelve years back 
the average age for marriage amongst the Brahmins was about 
eight, among Rajputs about fourteen. But now while it has risen 
a little among the Brahmins, it ha.s certainly gone to about 17 or 
18 among the Rajputs. Among the lower chasses it still remains 
at six or seven. Among them the pauna ceremony or the consum- 
mation of marriage takes place at the age of seventeen or eighteen, 
and there is no bar against widow-remarriage. So dii Id-marriage 
in this caste is not productive of very harmful results, as it 
ivS in the case of other castes where (‘onsummation takes pilace 
earlier. 


AaRTOTTLTFRE THE CHIEF INDUSTRY 

India is pre-eminenily an agricultural country. More than 
seveniy-two per cent of her |x)pulation are directly or indirectly 
dependent u]>on agriculture for tlieir livelihood. But, in this vil- 
lago, though agriculture is the mainstay of the people, it is well- 
supplemented hy weaving and car])ei-making. The industries have 
come into prominence, because of the ostaldishment of exporting 
firms at Mirzapore. The Rajputs have more land than they can 
actually cultivate; so they sublet it to others and receive rents in 
cash. The Ahirs have cows and buffaloes, and make some profit 
from the sale of milk and ghee. But none the less •their principal 
occupation is agriculture. The chief occupation of the Moham- 
madans is cloth and carpet- weaving. Mirzapore carpets are welB 
known and this village, liefore the creation of Benares State in 
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1911, wafi a pail of the Mirzapore district, and is situated almost 
in the centre of the carpet industry. During the Great War the 
price of woollen caii)ets rose very high, and brought a i^^t profit 
of nearly fifty per cent to the weavers. Conditions at the present 
time aie, however, not very encouraging, due to the prevailing de- 
pl’ess^on in the industry. Uut it, nevertheless, brings a suliicient 
return to labour. The Jmglish firms at Mirzapore have done a 
good deal to improve the quality of work by introducing up-to- 
date and attractive designs, and distributing them, to weavers. 

The Kewats combine the work of digging earth and building 
houses with that of agriculture. The other castes, except the 
Ohamars, most of whom are wage-earners and labourers, follow 
their own hereditary occupation, in addition to agriculture. The 
Ohamars are the only class of people who have no land of their 
own and w’ork as labourers in the fields of the llajputs. The rest 
have partly their own lands, and partly are the sub-tenants of 
llajputs at an annual rental. Some of them and most of the Mo- 
hammadans cultivate land which they get from the llajputs on the 
adhiya or meteyage system. When they choose to engage them- 
selves in agricultuie they are very careful cultivators. Generally 
the youngest ones take to weaving, the older ones are engaged in 
agricultui' 0 . The Kumhars or potters, the goldsmiths and the 
washermen earn a substantial sum from their respective callings. 
But they too have land and do some work in connection with culti- 
vation. The Baiiyas are the only non-agricultural people. They 
keep shops, and are responsible for the supply of kerosene oil, 
spices, salt, tobacco and such other things which villagers general- 
ly require. This village is very peculiar. The agriculturists sel- 
dom have a holiday. During the slack seasons they are busy in 
the subsidiaiy industry of weaving, or digging of land, or building 
or repairing of houses. They have other occupations besides agri- 
culture to keep them engaged throughout the year. When the 
work is lighter they go out on pilgrimage or a-visiting in the 
neighbouring villages or towns where their near kinsmen reside, 
or they sit and chat with friends. Smoking and gossiping is the 
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chief pastime. It is sometimes contended that the villagers have 
a right to enjoy after a day\s hard toil and profuse sweating. No 
body denies to them the right of enjoyment, but what has been 
noticed is that in villages where agriculture is the only calling, 
there are times when the villagers have very little or nothing at 
all to do. During stich months they should do something^ 
Considering their income per^ capiUi and the uneconomic state of 
their holdings, it is necessary for the farmers to pursue some other 
occupation in order to supplement their incomes. 

During the years of plenty, when there are some prospects of 
saving, the fanners undertake the celebrations of festivals and 
marriages, litigation with some farmers is a pet pursuit, and 
the years of plenty and ])ros])erity give to men of such a nature 
an additional stimulus. But w’hen the inevitable lean years roll 
around nothing but gloominess and utter helplessness broods over 
the village. Bright and shining faces turn sad and sullen. Des- 
titution and despair prevail. The only solace is the Fate, the 
decree of God which is irrevocable. The enjoyments of happy 
times contract, and they are generally driven to the necessity of 
borrowing. 

Only 17 persons live outside the village, though temporarily; 
nine of them are (Jhamars by caste and are seiving os' grooms in 
Bombay and Karachi. There are tour students reading in a High 
School at Benares, and three in the Tehsil Vernacular School. 
Tlien^ is one pleader practising at Benares. 13 boys are studying 
in the lljiper Primary School in the neighbouring village. 


BEGGAES AND FAKIRS 

It is most fortunate for the village that there are no beggars 
luid fakirs. But it should not l)e understood that the villagers are 
not tormenk^d by them. There is a large army of nomadic and 
itinerant beggars, who go from, village to village. There is of 
course a good deal of difference between the beggars of the towns 
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and tlioao of the villages. The pity beggar in an mihealthy, diseas- 
ed and a wretched creature, whereas the one who is found in the 
village is healthy and able-bodied. Invalids, maimed and diseased 
cannot be successful beggars, for it is necessary for them to move 
fiom place to place. The number of the beggar visitors, the vil- 
filgo^p say, is on the decrease. The benaies district is probably 
abnormal in this respect, Benares or Kashi is a place of Hindu 
pilgrimage, and hundreds of fakirs and beggars come there every 
year, and spread themselves out into the district. 

AHTISAJNS 

There is a uniform mode of payment i)revailing throughout 
India, it is custom that deteimines wages. Village artisans are 
paid mostly in kind; there are, of course, certain types of work 
and articles for which they are jjaid in cash. The Kumhar, for 
instance, is paid in kind, for the pots that he supplies front fo 
time, and payment in cash is made for the tiles supplied. For 
pots supplied on mamage occasions he is paid a fixed sum and 
a dhoti. The amount paid to him, of course, varies according 
to the ability of a j)erson to pay. Besides these, he gets a fixed 
amount of grain from the cultivator at the time of reaping and 
sowing of crops. The same class of people do the work of the 
carpenter as well as of the blacksmith. They too are paid in kind. 
They are paid 35 seers half-yeai*ly at the time of each harvest. The 
carpenter also enjoys the customary benefits at religious and social 
ceremonies. The payment made to him at the time of the rabi 
and kharif crops, is just for the repair of the tools and implements. 
For doing any other work they are paid at the time-rate, i.e., eight 
annas per day. They, too, like the barbers and the Kumhars, get 
something at the time of sowing and reaping. The goldsmith is 
paid according to article he makes. The artisans employed for 
weaving carpets are paid daily according to their efficiency. The 
wage varies from five to ten annas per day. Such labourers enjoy 
no special privileges in the village. 


P. 1*^ 
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LAiiUUllEll« 

Tlie total number of labourers in the village is thirty. This 
includes those who do any kind of work they get in the village, 
which their caste allows, and also those who just work as agricul- 
tural labourers, e,g., as halwaluu or ploughmen. The plou^hmfOii 
are paid 11 seers of coarse grain daily when employed, besides an 
annual payment of Its. 2 or Its. 3 in cash. The agricultural labour- 
er is the most unfortunate creature in the whole agricultural org’an- 
isation. He toils from the break of dawn till late in the evening, 
and is hardly paid enough to make both ends meet. He is general- 
ly heavily indebted to his master, and this makes his position 
worse. Miserable and poverty-stricken as he is, he is the first to 
be affected by famines and epidemics, and it is here that one finds 
a slight cause for migration. A person heavily indebted to his 
master, would like to go away, to spare himself the sweating toils 
at his creditor’s faim. Very few migrate. But those who do 
so, are not prompted by the motive of earning more income, but 
by the idea of emancipating themselves from the rigours of the 
toil, and the bitter scoldings of the creditor-employer. He is ob- 
liged to take employment with him, for if he does not, he is 
troubled with repeated demands, threats of law-suits, and what 
not. In order to spare himself this (liscomfort and unploasantnoss 
he consents to work for him. Emigration is only temporary. Only 
the male members go to the industrial centres and return after six 
or seven months, with a little saving. The females reinain in the 
village. The ties of home and the congenial associations in the 
village make them unwilling to migrate permanently. Besides, the 
cost of living in industrial towns is very high, and this too dis- 
courages permanent emigration. 

HOUSES AND HOUSING CONDITIONS 

The housing conditions in the village are fai* from satisfactory. 
Most of them are mud hovels, ill-ventilated and situated close 
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together. The total number of houses in the village is seventy- 
three, There ore about twelve huts belonging to the Chamars, 
^situated at a distance from the main abadi. The surroundings 
of these houses are insanitary. Small heaps of refuse and dirt are 
noticeable all round, which are the breeding-places for all kinds 
oL germs. The habits of the people are highly unhygienic and the 
women, who stay in the house practically all the time, make the 
inside and outside of their houses more dirty by throwing water, 
dirt and dust. They have no appreciation for sanitary ways of 
living, and they make no efforts to improve them. Some of the 
houses of the llajputs are brick-built, and have tiled roofs. These 
houses are large and spacious, and the upper storej^s are generally 
well- ventilated. But the lower flats ore usually dark and dingy, 
and badlj' ventilated. The pvcca houses in the village number just 
fifteen, and are situated at a distance of about four yards from one 
another. All of these are situated in one line, and each has a 
spacious courtyard in front. The mode of living of the Rajputs 
is much better than that of others in the village. The surroun- 
dings of their houses are more sanitary. This is chiefly due to 
the fact, that these people are w^thy and appreciate education, 
and visit other cities. 

The condition of women inside the house is far from what is 
desirable. They remain in pnrduh, and get very little of fresh 
air and the sun. Houses in which they live lack ventilation and 
the sun never finds an entrance into them. This is the chief reason 
jvhy the women in India fall an easy prey to the unfortunate 
disease of consumption. The disease is prevalent mostly among 
the Mohammndans and high-caste Hindus who observe purdnh. In 
this village these two classes of people form the bulk of the popula- 
tion. 

The houses are low with no windows or skylights, and are all 
situated clo^ together, some having common walls. No remedy 
can be suggested except that all should be demolished, and now 
houses should be built on on improved plan. There should bo an 
ample space between the houses for the fresh air to pass freely. 
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These new houses should be built according to an Approved apd 
prescribed plan. In the canal colonias the Gfovernment gives the 
plan of the village, and the colonists follovr that plan. The new 
villages are most sanitary with clean courtyards and surroundings. 
The District Board should pay more attention to the sanitary con 
ditions of the villages. They Lsliould dig pits and make the peoplfh 
throw all their refuse in them. The whole distiict should be 
divided into circles, and a Sanitary Inspector should be put in 
charge of it. The villagers should be compelled to follow the ele- 
mentary rules of sanitation based on local conditions, laid down 
for each circle. It was most encouraging to find people talking 
about better sanitation and the abolition of the 'purdah system. 


LAND 


Almost all the land under cultivation is irrigable and do-fonh, 
except the paddy-fields which grow only paddy and khesarK Theie 
is no special system of irrigation by which the paddy-fields might 
bo irrigated. The crop, therefore, depends upon the uncertain- 
ties of rainfall. The scattered and fragmentary nature of holdings 
makes, in some cases, large-scale farming impovssible, and the 
tendency is towards fuiiher subdivision. The disadvantages of 
the scattered and fractional holdings are too numerous to be dis- 
missed here. The average sixe of a holding is not more than 
bigha, and in many cases it is much less. 

The system of land-tenure in this village is different from 
that prevailing in other parts, because of its being situated in 
the Benares State. Occupancy ienancy here is transferable and 
hereditary. About 33 bighas of land are under occupancy tenancy. 
The rent is liable to enhancement after every ten years. About 
49 bighas are held by tenanfis-at-will. There are no statutory 
tenants, but the relation between the tonants-at-will and iho chief 
tenant is often cordial, 
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IBEIGATION 

Tie importance ' of irrigation cannot be underrated in a tract 
of the country which is subject to uncertainties of rainfall. In 
order to ensure better crops and a regularity in obtaining them, 
e^ystem of irrigation is necessary that would help them to gain 
thes(Tends. Well-irrigation is very common in these parts. There 
are 17 wells and 7 tanks in the village. Six of the wells are situated 
in the village nlmdi, and are used exclusively for drinking purposes. 
Out of the seven tanks, three are situated ir. the village. One of 
the tanks is very large, and has water throughout the year. It 
is used chiefly for purposes of storing water, hut came into existence 
duo to people taking out mud for building their houses and cot- 
tages. They are practically useless, except that washermen use 
them occasionally for w ashing clothes. Their water is never used 
for purposes of irrigation. The remaining wells and tanks ore 
used for purf)ose8 of irrigation. The tanks are used exclusively 
for watering paddy crops. These tanks prove useful only during 
the season when the rainfall has l>een heavy, and the tanks as a 
result got filled up. During the years of failure or deficiency of 
rainfall the tanks are of no avail. 

Wells are used foi* irrigating the rahi crop^ and sugarcane. 
All the rahi crops except grain require wab'riiig. The number of 
w^aterings varies with the nature of the croj). The same old and 
crude systems of irrigation arc in vogue, which were used centuries 
ago, the chief among them being tbe Ttiof systoni and (faitri system. 
The former is used for drawing water from the w’^ells, wdiile the 
latter from the tanks. In connection w’ith the former, one vwt 
or leather bucket, one or two bullocks, one large rope and a pulley 
are used; while in connection with the latter one earthen platter 
and ropes are used. It takes two men to wmrk each one of them. 

Three men with tw^o bullocks take three days to iriigate one 
higha of land. There arc no vstrearns or canals, peiennial or 
seasonal, anywhere near the village. The present system of irriga- 
tion !s far from satisfactory, and good deal of improvement is need- 
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ocl in this direction. If villages are organized on cooperative lines, 
it would not be diflicult to introduce tube wells. This would solve 
the difficulty to some extent. It would certainly be an improve- 
ment upon the jiresent system which is most uneconomical. In 
certain tracts Persian wheels could bo used with advantage. It 

would be impossible to bring about all these changes in ihe preseuA 

/ 

cx>ndition of the villagers, but with a little education, it would be 
easier for them to understand and appreciate the advantage of 
those improvements. The Government should giv(>> more attention 
than it has hitherto botm giving towards the spread of primary 
education. 


BENT 

In this village the cultivatoi's are either tenants or sub-tenants. 
The tenants pay rent to Ilis Highness the Maliaraja of Benares. 
The nmts for the fixed-rate tenancy are fixed onoo for all. And 
for the rest a settlement officer is appointed after every thirty 
years, who revises the previous settlement, and makes necessary 
alterations. Then there are sub-tenants or tenants-at-will, who pay 
rent to the Rajputs who are tenants-in-chief in the village. The 
Rajputs ore not very exacting and very often they let the land on 
meteyage system. And when they do so, they share equally the 
responsibilities of cultivation with the tenants. The average rate 
of rent for non-fixed-rate tenancy is Rs. 7 per bigha, which is 
paid to the Maharaja. The tenants-at-will have to pay at the rate 
of Bs. 13 per bigha. The rents are not high. The State has done 
very little by importing agricultural knowledge into the State. 
The State must feel its responsibility, and do something to improve 
the condition of the soil, methods of cultivation and means of 
transportation. These improvements will result into a bigger yield 
per bigha, and consequently a general rise in rents. The State has 
shown so much apathy towards improvement of agriculture, that 
the methods still stand where they were three centuries ago. The 
methods of applying manure are not very wsatisfactory. They scatter 
the manure in the fields, and allow it to dry there, without cover- 
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mg it by ploughing, and thus bringing about its decay, leading to 
the ci'cation of humus and other elenmuts that increase the produc- 
tivity of the soil by recuperation. Oow-dnng is generally used as 
manure. But the most unfortunate thing it^that ^he whole of the 
oow-dung available is not used for purposes of manure, more than 
T&l^of it is burnt or is washed away by rain, thus causing a con- 
siderable loss to the cultivators. The villagers must be taught 
better methods of preserving manure. 

CROPS 

The land, as already pointed out, is do-fasli, and both the 
rabi and the kharif crops are sown. Some of the methods of cul- 
tivation are quite up-to-date and modem, whereas the rest antique 
and primitive. ibr instance, the method of rotation of crops 
is as good as any scientific (experiment could discover. The ciilti- 
vator knows what crops will replenish and recuperate his land. He 
considers arkar to be the best for this purpose. Por sugarcane land 
is left fallow for a season, and about ten to twelve ploughings are 
given before planting. Wheat requires more fertile soil, and there- 
fore follows arhar and sugarcane. Maize follows potatoes, and peas 
follow bdjra. Maize reij[uires a well-manured soil, and so do the 
potatoes. Wheat requires the greatest number of ploughings, 
generally between seven and ten, varying, of course, with the natuie 
of the soil. The object in giving so many ploughings is to make 
seed-bed soft. This increases the rate of conversion of insoluble 
matter, into soluble, by exposing a large area of surface. 
Mr. Leake says, “ the non-available mineral matter is* converted in- 
to available plant food, and on the rate of conversion will depend 
the size of the minimum crop obtainable.” 

The chief kharif crops grown in the village are rice, jawar, 

hajra. maize, til, urd, mrua, kiida, satoan, whiles tlio rabi crops 
grown ai‘e wheat, barley, gram, peas, potatoes. Arhar and sugar- 
cane require almost the whole > oar for ripening. The orQp, 
in general, requires more ploughing and w^ateriiig, while the kharif 
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eroj) re<]uiies mviv ul wcechii"*. J^uddy, j(tivar and maize all re- 
quire two to tliree weodings. Tlio object of cultivation is just to 
raise what is necessary for the satis I act ion of wants which ai *0 so 
simple and few.^ Ko cultivator in the village cultivates on comnaer- 
cial basis. 15ut^ of late, the agriculturists have taken to the culti- 
vation of sugarcane and potatoes. 


nUEiiTEUisESS 

For tho villagers borrcnving seems to be a necessity. Most of 
the people in the village are in debt. There is no specific purpose 
for which borrowing is done, but it is done lor anything imaginable. 
The field-labourers generally boriow for puiposes of consumption 
and marriages. Higher classes borrow lor litigation and cere- 
monies, both maiTiage and funeral, and sometimes for paying 
rovenm?. The weavers generally borrow from the carpet-exporting 
linns on a very low rate of interest. The weavers ai'e very thrifty 
and frugal. As they borrow just for productive pujposes, unlike 
others they find no difficulty in repaying it. 

Tho Rajputs are tho most improvident class of people. Though 
well-placed in life, they are the ones who are head over heels 
in debt. But with the spread of education, the old ideas are 
generally being replaced by better ones, and the new generation 
is exerting its influence to get their parents released from the 
heavy shackles of debt. There is only one money-lender in tho 
village who satisfies the petty needs of the small cultivators ; 
others borrow from outside. The general rate of interest for 
loans which involve greater risk is per cent. But in cases of 
mortgage and good security only 12 per cent is charged. There 
is no co-operative so<'iety in the village. Tokavi is not popular, 
as there are so many difficulties in the way of finding an access to* 
the Government officials. The cultivators like the money-lender 
very much. They look upon him as their greatest benefactor. 
He is the only person upon whom they can depend for meeting 
their urgent and untimely calls for loan. Tho money-lender does 
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not belong to the professional class, but has been attracted to it 
chiefly^ by the lure of a high rate of interest obtainable. Like 
the money-lender in the Punjab, he is not altogether deprived 
of altruistic feelings .and pbtlanthropic considerations. Ordinarily 
ho does not trouble, the debtors, except in cases where it is difficult 

t?r K%t*over the loan. Even then his molestations d() not exceed 

the limit. He neither cheats by making double entries, nor by 

keeping several books. The villagers do not grudge the high rate 
of interest, for it has Ix'coine almost customary. The general ex- 
perience is that when one falls into debt it is difficult for him to 

get out of it, at least within his lifetime. Once indebted always 

indebted, says a proverb prevailing in those i)arts. 

MARKET AND TRANSPORTATION 

The nearest market is at Oopigunj, a distance of about six 
miles from the village. The villagers do not take their produce 
to the market themselves. They sell it to the middlemen, a 
class of petty buyers who carry it to the market. They generally 
have their own pack-animals. The vegetable products are pur- 
chased by the Kunjras who carry them on their pack-animals to 
the neighbouring cities. 

GENERAL IMPRESSIONS 

The village is passing through a i)eriod of transition. The 
villagers arc fast imbibing the modern ideas, and are adopting 
the use of machine-made good.s. The old earthen dia has been 
replaced by hurricane lamp, and the bamboo umbrella is no more to 
be seen. People have begun to talk of improvements in agriculture 
and reformation in other departments of their life. The Govern- 
ment official is no longer a terror for the villager, and education is 
becoming increasingly popular among the higher castes. The 
number of boys in school has increased, an4 the higher classes 
nave realised the advantages of higher education. There is no 
prejudice against education. It is the poverty of the people that 
F, 18 
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hinders them from sendiiif^ their children t<) school. Thoy cannot 
afl'ord to hear even the small cost of jirimary education. 

The i,tandurd ot living’ has risen slightly, and there is a 
marked tendency towards further rise. But it should not be con- 
strued irom this that the lise has attained the^ desired limit. Some of 
the pt:o})le ill the village who j’-et oiie(» in a wliile an op])ort^mifI;y 
to to cities like Allahabad, Benares and Lucknow, have taken 
to the us(^ of more fasliu)iial)le articles. But it is noted with very 
’ ^»‘reat concern that the tjiiality of food has deteriorated. 

The condition of the cuttle is most unsatisfactory. They are 
lean and thin cn'atures. Want of suthi ieiit care and fodder has 
reduced them to mere skeletons. The milk yield of the (ows has 
hopelessly fallen, and milk even for children cannot be obtained. 
People should introduce bettcu' breed of ciittle and grow more 
fodder. The increase in the amount of fodder will doubtlessly 
improve the condition of the cattle. Improved system of stabling 
is also a necessity. This will save so many from disease and 
cattle epidemics. With those improvements the condition of the 
cattle will become better, and they will work harder, leading to an 
increase in the produce. * 

The quality of the seed is very poor. The villagers have 
never heard ot the improved varieties of Pusa M’heat. It is so 
disheartening to note the Agricultural Department concentrating 
its energies and attention upon experiments at particular jdaces 
in the country. No effort is being made to broadcast the successes 
a measure will remove the frightful ignorance into which our 
cultivators and others living in the villages are steeped. They 
of their experiments for the benefit of the villagers. They should 
popularize some of their methods of cultivation and the results of 
their experiments by ihe publication of pamphlets ami bulletins 
in all the vernaculars, and distribute them free of charge in the 
villages. The Naib-Tehsildars and sonu' other (xovernment 
officials, in addition to their regular duties, be required to lecture 
subjects such as hygiene, sanitation, improved seed, etc. Such 
to the people in the diff erent villages within their jurisdictions, on 
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will as a result begin to use better quality of seed and improved 
implements. 

Primary education ought io be made free and compulsory. 
The curriculum for the primary schools should include agriculture 
as a comjiulsory subject. Education will give to the villagers a 
bftNier outlook and keener insight into things that surround them. 
It will decrease litigation, and will considerably reduce expendi- 
ture on social and religious ceremonies. This will mitigate one 
of the main causes for the indebtedness of the rural j)opulation. 
The chief obstacle in the way of starting a co-operative society is 
illiteracy and rank conservatism of the peojde. With education 
will come the appreciation of things arifl institutions which are 
likely to help them towards improving their condition. Ground- 
less suspicions and false fears will be altogether uprooted. 

Another problem that ought to invite the attention of those 
interested in bettering the condition of the villagers is the problem 
of the fractional and scattered holdings. The law of Succession 
is chiefly responsible for this evil. Some scheme should be devised 
by which ccthsolidation of holdings may be possible. The Govern- 
ment could help considerably in this connection. Propaganda 
amongst the cultivators in favour of the consolidation of 
holdings should be started, and the Government should 
provide every facility to those cultivators? who wish to 
exchange their holdings. Much time and energy is wajsted 
under the present condition of holdings. With further sub-divi- 
sion they are getting smaller and smaller everj?^ year. It is pro- 
bably difficult to change the law of Succession under ^ho present 
conditions, luit it is certainly possible to allow the father to 
regulate liis own inheritance among his sons. This is likely to 
arrest further subdivision. 



A PLEA FOR THE SCIENTIFIC STUDY OF THE 
ECONOMIC ASPECTS OF INDIAN 
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BY 

N. S. Narastmha Aiyengar, 
TrivamJrum. 


1. Ever since the heo-inninp of liritish rule in India, 
the subject of Land Tenures has been en^^ap^ing the atten- 
tion of both administrators and jurists. The reports 
which have been drawn up by the fomer and the volumes 
which have been written by the latter on the subject, 
would, if collected tog’^ther, form a respectable library. 
They would provide sufficient material for the life-study 
of an earnest and laborious person. It may peihaps l>c 
doubted, however, whether ut the end of his arduous 
career, the student would have a clearer view of the 
subject than what he started with at the beginning. 

2. Vast us is the literature on Indian Land 
Tenurcis, little of it deals with their economic aspects. 
Only the fis<*al and the legal sides have been engaging 
attention. The British administrators have described 
the tenures as the channels through which the tax-col- 
lector has been drawing the portion of the produce of 
the land, to which the Government in India has l>eeii 
from time immemorial entitled. They have attempted 
to eNi)lain how the forms of holding land have l)een 
altered by successive rulers in India from age to age to 
suit the fiscal needs of the State. In their own turn they 
have done likewise. As regards the jurists, they have 
interpreted the tenures as legal institutions involving the 
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and duties of different persons. Botli the classes 
have helped to alter the character of those relations hy 
reading into them the European notions of State-owner- 
ship of land, of contract between landlords and tenants 
and of economic rent. As yet, however, no economist 
Tijftj^como forward to investif^ate the reilation that exists 
between the methods of land-holdin<? in India and the 
productivity of the land, thoup^h this is of the greatest 
practical importance. 

3. When tlie appointment of a Roval Commission 
to enquire into Indian Agriculture was announced, it on indian 

, . - . . Apricnhun*. 

was hoped that such an investigation would he made, 
and its results published. Tlie Report of the Com- 
mission has, however, disappointed us in this matW. 

It contains precious little on the economic relation be- 
tween systems of land tenure and methods of cultiva- 
tion. On l)ohalf of the Commission it may perhaps be 
argued that this enquiry was beyond the scope of its 
work, as the terms of reference to the Commission lon- 
tained the following caveat: “ It will not be within ihe* Cavent: 
scope of the tk)mInission^s duties to make recommenda- 
tions regarding the existing systems of land-ownership 
and tenancy or of the assessment of land-revenue and 
irrigation cliarges ” It may, however, lie con- 

tended that this restriction did not p? event the Com- 
mission from e.ra tmiiuig the cro'tuomic aspects of the main 
systems of land-holding in India, though they need not 
ha\c gone to the extent of making specific rcronintcn 
tiOhs thereon. The worst of the matter is, the Com- 
mission does not ajijieiu ev(*n to liave recognised the ini- 
jiortance of the ({iicstion.^ This is clear from the fact 
that I hey liave not (aied e\en lo recommend the stait* 
ing of such an eiicjuiiy, fhnugh theii* list of recommcnid' 


1 'J'he only excrption is in tlie caHC of yajonnlars whofie riglits ilic Coj/ituibsio* 
wislieH to enJarfCo so aw tu facilifuto capitalist farnunff {vide lleport, pp. 42 — 46). 
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Dr. 

Voolckor’s 

viow. 


atioTis at the end of each chapter of their Report runs to 
several pa^o^. It may alsd bo mentioned in passing 
ihat in many iiii])oidant cases their recommendations 
are only in tlie foiin of sug^j^estions to Government to 
start further eiujuirios, before taking^ any definite <'ourse 
of action. The Gommissioiiers would not be blaine^t-*^^ 
they had similarlv^ called tlie attention of Government 
to this question as well. 

4. In this connection it is interesting to note that 
Dr. Yoelcker, whose report on the Improvement of Indian 
j^grioulture was submitted to Government as early as 
• 1893 and which has l>een of invaluable help to the Royal 
(Commission, has not neglected this subject. He ha-s 
devoted one whole chapter to what ho calls the “ Eco- 
nomic and Political Conditions affecting the agricul- 
tural practi(‘es of different parts of India, though he did 
not attempt to exhaust all the aspects of Indian agri- 
culture as the Royal Commission has attempted to do. 
Among them he has included ** the varying systems of 
land tenure, the relations of tenant to landlord and of 
people to the State (vide his Report, p. 288, para 
»392). He has written: ‘‘Those and many others are 
matters which exercise an important bearing upon the 
way agriculture is pursued and if I do not touch upon 
them, it is not because I am not aware of their 
imp(jitance, but l>eeaiise I do not feel myself qualified 
to treat of them.’’ There was no such limitation to the 
equipment of the Royal (Commissioners, which among 
others included experts in Indian Agriculture like Sir 
James Maekeuna and the late Sir Ganga Ram, vetoan 
land-revenue admiyiistrators like Sir H. S. Lawrence and 
Mr. H. Calvert and keen vstudents of Indian E(‘onomics 
like Dr. TTyder and X. Ganguli. It may also be 
mentioned that the only justification for the-appointment 
of such a large l)ody of experts of varied knowledge and 
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experit^nce, wlio toured over the rainitry at great 
expcuiHO, was tlie hope that they w’ould be thorough in 
their work. 

5. Even if, for some valid reasons, the Commission 

cluro of the 

had ignored the cue given by Dr. Vodlcker, it is surpris- Agricultural 

‘ ' ^I’ribunal^ of 

ilig^tliat the more recent procedure adopted by the Investiga- 
Agricultural Tribunal of Invesligation in England iand.'° 
(1922 — 24) escaped the attention of the ('ommission, 
though one of its most important members — Sir T. 11. 

Middleton — had co-operated with the English Tribunal 
in its enquiry, and contributed two valuable Memoranda 
to its final Report. As that Eepoii itself declares, the 
Tribunal devoted consideiable attention to the question 
of tenure of land (vide Final Report, page 37). What 
w'as possible for a small committee of four Academicians 
to do, it must liave been extremely easy to accomplish 
for a body twice its number, assisted as they were by 
an army of experts of various departments and of various 
grades. 

6. The explanation for the omission is perhaps to Some Pecu- 
be found in the deplorable neglect of Agricultural A^n^ciihura^ 
Economics in our country. Our own Association has 

share the blame for this neglect. In India wo have l)oen 
pursuing our economic studies from the wrong end as 
it were. We start with the Economics of Industry and 
then if we have time, patience and inclination, turn to 
the Economics of Agriculture. Even w’hen wo do so, 
we fail to pay attention to the fundamental differences 
between the organization of Manufacture and of Agri- 
culture. As Prof. Maegregor writes: In important 

respects It (Agriculture) differs from Manufacture .... 

The farm is an enterprise which is not financed or 
managed on the joint-stoi'k plan. It depends mainly 
-on the resources and administration of one man. It 
consists in a nuinl>er of relatively small enterprises, the 
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of Nvhi(‘h depends on there being an adeciuate 
agrienltural substitute for the industrial joint-stock 
method of obtaining working as well as initial capital. 

^ This is the problem of Agricultural Credit.’^ 

Keport of the Agri(‘ultural I’libuiml of InTestigation, 
pp. IOC et seq.) The same economist then goes on^,4t> 
j)oiiit out other eilVcts wliicli flow froiU. this one-maii 
character of agricultural business, such as (1) the 
difference in the outlook of the skilled agricultural labour 
as compared with the iudusirial artisan, (2) the difficulties 
(ji agricultural marketing and (3) the scattered character 
of the individual iarms rendering the application of the 
results of scientific research most difficult if not practical- 
ly impossible. It may also be added that ijpt the case of 
small farms, the land is itself the larger part of the 
capital employed in the industry. Further, cultivating 
the land is for many a mod& of living rather than a 
busufesa. These characteristics of Agriculture,' which 
aj*o of the utmost significance in India, fundamentally 
affect its methods. In one word, while we may 
distinguish between the social and economic aspects of 
IVade and Manufactures, we cannot draw a similar lino 
in Agriculture. Agricultural Economics is pre-eminently 
Social Economics. We have to congratulate the Royal 
Commission on this matter, viz-^ that throughout their 
Reix)rt they have recognised the sociological aspects of 
Agriculture, and in their concluding chapter they have 
rightly emphasised that the improvement of Agriculture 
is only one of the aspects of the Rural Problem in India, 
and that the latter “ should be attacked as a whole and 
at all points simultaneously.’’ (Para 581.) If the 
Commission had borne this in mind throughout their 
enquiry, and not merely in drafting their Repoii:, they 
would not have neglected the question of land tenures. 
On the contrary, they would have called our attention 
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to the close <!oiuiection between Iturwl Ileconstruction and 
the reform of teriurial laws’^aiul cuntoms. 

7. As it is, some of the most importunt problems T1h«» chii*f 

. ; . , , , problf»nj8 

of Indian Ag^riculture, which the Commission has iuvesti- ooimUlt^red 

gated and on which they have made a great number of 
rwommendations, being closely connected with the forms Agriculture, 
of fand tenure, have not been properly dealt with. The 
chief problems which have engaged the Commission's 
attention ai» (i), Animal husbandry, (2) Utilization of 
forests, (3) Irrigation, (4) Sub-division of holdings and 
fragmentation of land and (5) Rural indebtedness and 
financing of agriculture. Every one of these questions 
has an intimate connection with the forms of land- 
holding jireyalent in India, of which the Commission 
does not seem to be aware. 

8. First, with regard to Cattle-breeding ^ the 
Commission has, it must be stated, taken rather a gloomy 
view. It may be, there is some justification for it. But 
the difficulties of the problem are partly historical, 
resulting from the short-sighted policy of the Govern- 
ment in regard to waste land — ^ fact which the Com- 
mission has not taken note of.^ In all parts of the 
country where the permanent settlement of land-revenue 
has not been established, all the waste land has been 
regarded as belonging to the Government. In its 
anxiety to increase its land-revenue the Government has 
been increasing the urea under cultivation and pari pussa 
diminishing the land available for pasture. Further, 
the break-up of the communal life of the village brought 
about by the disintegrating methods of British Land 
Revenue Administration has also contributed to the evil. 

In olden days when community life was stronger in 


2 They have gone out of the way to point out that “the conjplaint that 
cattle in India are deteriorating le an old one “ (lieport, p. lUl)i but have not 
been able to adduce anything more than some vague second-hand evidence (ib.) 


F. 14 
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villages and their inhahitaiils liad (‘ommon riglitvS ol 
Uvser in the waste land stinuundiiig the village, the 
condition of the village cattle was not so deplorable as 
it has now become. Perhaps it is now too late to restore 
the olid state of ahaii-s in those parts of the country wlieie 
the process of the conversion of waste land into ara^^J 
land has gone too far, but it may be possible for the 
Government to correct the mistake in the less developed 
parts of India, including Burma. 

9. In the matter of Forest Administration also, 
Government monopoly and centralised administration 
have gone too far. The Porest laws of British India 
recall to our mind those of the Norman rulers of England. 
It may be that owuiers ot tlo(dis and cattle do not 
appreciate the economic importance ot forests as the 
Government officers do, but it may be pertinently asked 
whether the Government has made ade(|uate provisioji 
for the needs of the people in the matter ot cheap fuel 
for their domestic use and good fodder lor their <‘uttle.^ 
In the absence of such piovision it is not to be wondered 
that the people frequently trespass into Government 
reserves. A small beginning has been made in the 
Madras Presidency in this matter, namely, the transfer 
of the administration of siuaU minor forests to village 
Paiichayats. (Heport, p. 270.) iheixUv progress should 
be made in this process, all ovei* the country, it should 
be remembeied that the jn'obhun ot clieap fuel is not 
only of social welfai'e but of agricultujal economy, for 
in the absence of firewood, a large part ul latiuyaid 
manure is used as a substitute for it. (Beport, p. 

This practice has been eondemned by all acquainted witli 
Indian Agriculture but the cure for it is only a provision 
of cheap fuel in other forms. 

3 It IS to be feared that in many provinces mrlnding Madias nud Bon<ml 
they have not done so (vide Report, Appendix \J, p. 7u4). ^ 
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10, In the matter of IrHgafion, also questions of 
land tenure are oceHsioiially involved. (Cf. Report, 
j). fS4f‘h) A lec'ent attempt to codify the rules regarding 
irrigaiion in the Madras Presidency proved futile 
because the Government was not able to see eye to eye 

land-owners in Iho matter. In zamindari tracts 
the respective rights of the zamindar and the (tovciii- 
ment in tlie water resources have been matters of constant 
dispute. Even in the. rvotwari tracts the restoration of 
tanks which are such an important form of irrigation 
works in the Madras Presidency, parts of Bombay and 
in (\ui1ral India and Eajputana, Avould have been more 
successful if the Government had entrusted the woj'k to 
village bodies.^' In olden daVvS village communities 
constuicted small ^ tanks ’ and against it they hud the 
privilege of holding the land under the irrigationid sphere* 
of the iaiik on more favourable terms. A similar policy 
should be followed again. Instead of creating new 
fangled co-operative ii rigation societies as the Commission 
has recommended {oide paras 279 and 281). Village 
Pancliayats should be organised and entrusted with the 
duties of maintaining old works or constructing new 
ones and regulating the distribution of water in villages, 
subject to the control of P. W. (JflBcers. (Cf. Report, 

I)p. 338 and 508.) 

11. Turning our attention to another problem 
Indian Agriculture to which the Commission has devoted 
a whole chapter in their report, viz.y the Suh-division 
and F mgmentation of Holdings, we are struck by two 
facts; (1) the total absence of statistical information on 
the matter and (2) the confused treatment of the subject. 

While tlie Agricultural Statistics of every advanced 
country furnish accurate infoimation about the tenure,. 

4 The Comiuission Jiae liad to timl fault with Government in tho matter {vide 
nc|»()rt, p. 
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number and size of holdinprs {vide Economic Inquiry 
Committee's Report, App. I, p. 67), the Government of 
India supplies details only about land-revenue assess- 
ments on the area and population of each province. 
Even in ryotwari provinces like Madras and Bombay 
the information reflates to the classification of ryot#>^n 
villages according to the amount of land-revenue paid 
by them rather than according to the acieage owned 
or cultivated or owned and cultivated by them. Conse^ 
quontly, though all are aware of the existence of buI>- 
di vision and fragmentation of holdings, nol)ody knows 
in which areas they are very prominent and how far they 
liave gone in them.^ Nor have the various causes which 
have brought aliout the evils been thoroughly investi- 
gated. No doubt, as the Commission has pointed out 
i(paras 119 and 121), the laws of inheritance customary 
amongst Hindus and Mahomedans and the methods by 
which those laws have been carried into effect are to a 
large extent responsible for the sub-division and frag- 
mentation of owners^ holdings respectively. It may be 
said in passing that the British administration of these 
laws has itself aggravated the evil during the last HO 
years — ^a fact the Commission has ignored. It is a pity 
the Commission has not investigated how far the land- 
revenue policy of the Government of India during the 
last century has tended to accelerate the process. It is 
a matter of history that the British Government broke 
up village communities in many parts of the country — 
particularly in the south — and made individual ryots res- 
jwnsible for their quota of land-revenue. In doing so they 
encouraged the sul>-divi8idh of owners^ holdings. They 
have also been encouraging the settlement of stray cultiva- 
tors on small bits of land, which from the very beginning 

6 It is only in the Province of the Punjab that anything like a coniprehenfiivc 
enquiry has been attempted. (Of. lie[>ort, pp. 132 and 604.) 
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were too smalll for economic utilization. We may in this 
connection point to the settlement of demobilized sepoys 
on small vacant plots in various paide of India. 

12. As regards the sub-division and fragmentation (Uiltivaiors' 

liotdiugH. 

of holdings among rultirators, which is really the gjcater 
e\nl^ind which according to the Commission is the more 
pronounced (para 120), one has to greatly dep^lore the 
al)sence of statistical information on the subject. ITere 
again the Commission has not pointed out all the causes 
whicli have brought about the evil. Lack of alternative 
employment to the villager is no doubt an importani 
cause as the Commission has deserved (see para 120), 
but a more important one seems to be the poverty of the 
cultivator. Tie has no capital woidh the name and all 
that he can apply to the land is his labour and that of 
his family. Consequently he is able to take up only a 
small bit of land for cultivation and he wishes to raise 
some cheap food-grains on it for his own subsistence, 
llioiiffh with some apj^lication of capital he mig-ht Ik* 
able to produce richer commercial crops. Fragmenta- 
tion would not perhaps he such a great evil if more 
intensive methods of farming were practised. (Cf . Report, 
p. 416.) But tho first requisite for intensive cultivation 
IS capital, which the cultivator almost always lacks. 

This remark applies equally to cultivating ryots. Their 
first concern is to provide food-grains for themselves and 
their families. Consequently, land which might grow 
more remunerative crops is given up fo the growing of 
grain-crops and the best use of it accordingly is not 
made. {Vide Voelcker’s Report, p. 289.) One remedy 
for fragmentation would therefore be to induce the 
cultivators to put the smaller bits of land which fall 
to their lot or which they lease, to better usra than ihe 
raising of gram-crops by giving them greater credij 
facilities. (Vide. Report, p. 416.) 
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13. The Report does not discuss what relation 
exists between these, evils and the systems of land tenure 
])i'evalent iu the (‘ouniry.^ It may be hazarded however 
tliat these evils seem to be moie rani])ant in those parts 
ol India where no middleman (oines between the (ulti- 
vatin<s^-owner and the Government than when a taliff^ar 
or zamindar intervenes. All the piovinees w’here 


Inquiries 
preceding 
legislation 
in the 
matter. 


legislative a<‘tioii has been either taken oi called for, are 
wliat may be (‘ailed non-znmindari tracds, viz., the 
Punjab, (Vntial Provinces, Bombay and Madras. 
(Rei)o]t, pp. J 32-33.) It is tliereforc worth inve»ti^‘ixtin<' 
how far the systems of tenure existing’ in these Provinces 
are resiKinsible for the growth and intemsity of these 
evib. It there is an inseparable connection between the 
two, any kind of legislation whi(‘h does not improve the 
(‘haracter of the tenures will prove futile. Mere ‘ Con- 
solidation Acts ’ will not suffice. 

14. Before the Provincial Legislatures proceed to 
carry out the re<*ommen(latioiis of the (!!oinmiB8ion in the 
mutter, therefore, they should ununge for the making 
of preliminary enquirievs into the the charaeJer^ 

the causes of the evils. Otherwise Consolidation Bills 
will ehare the fate of the Bombay Bill of this year (1928). 
That event shows that public opinion is not yet educated 
enough to see the need for legislation in the matter. But 
when the necessary information is lacking, public, 
.support cannot be expected. Further, before the 
Legislature takes up the question, the agricultural 
economist should be asked to decith^ what an Economic 
Holding is, below which fragmentation should not go. 
The Commission has quite properly turned down the 
proposal to form impartible “ economic holdings '' {vide 


6 The Commission seems to have been aware lhat some connection exists 
between the two but they have, refrained from cxplainiiif.; the (luestion. (Cf. Report, 

pp. 129—131, 135.) 
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para 123). In fact tlierc is no such thing as an Economic 
Holding in the abstract, (Cf. The views of the Madras 
Board of Revenue referred to on page 137 of the Repoii;.) 

The size of an economic holding depends pii a number 
of factors — the nature of the soil of the plot, its irriga- 
tional facilities, the chara(‘ter of the crop which is or 
cai^^)© raised on it, the facilities fur jnarketing the 
l)roduce, the caste and social position of the cultivator, 
etc. There could therefore be no standard size which 
the legislature can attempt to establish over a wide area. 

There is again another difficulty. How is the remedy 
to be adjusted to the character of the tenures — ryotwari 
or zaniindari as the case may be? One thing is clear — 
the character of legislative or administrative action 
which may suit the one may not l)e proper or necessary 
in the other case.^ 

15. Again, even assuming that it is possible by 
legislation to prevent the sub-division of owners' holdings, 
how are we to prevent the fragmentation of cultivators' 
holdings'? The Commission ha> not suggested any 
remedies for it. It cannot be maintained that when 
owners’ holdings are consolidated, the cultivators would 
necessarily take them up as integral units. As a matter 
of fact, it is not so. Even when ownership extends over 
large estates, the cultivation is on a minute scale. Tlic 
land is divided into small plots and leased out to petty 
cultivators who (*an bring only their laboui to the plot. 

How could Consolidation Acts cure this evil — an evil 
which according to tlie (Commission itself is the greater 
and more extensive (para 122)? These are all ]>rol)lenis 
which only the Agi-icultural Economist could solve. 

lb. Only one other (jueslion remains, namely, the 
problem of Agrirult nml Finance in which is included 

7 It iti also worth noting that the laiid-rovenuc systenis will in proctiee impede 
tho conbohdation of owners' holdings. 
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Agricultural Indebtedness. The fur consideration 

under this head are: (1) how to relieve the cultivator 
of his existing load of debt, (2) how to piotect him in 
future against his own improvidence, and (3) how to save 
him from the clutches of the money-lender. Land- 
mortgage banks, restraints on alienation and co- 
operative credit have been recommended for these several 
evils respectively. But these have only a limited field 
of application. They can at best impixive the lot of 
0 wnCf -cultivators only. What alxjut the many millions 
of tenants of various grades who have no right of owner- 
ship to landF What relief could they g^et from these 
contrivances P How are their finaiudal difiiculties to be 
solved? Again, there is a large class of people who are 
absentee landlords. Why should they be given any 
protection or relief P Would it not be better to aillow them 
to alienate their land free^ly? All these interrogations 
iwint to the fact that even in considering this problem 
of finance we cannot leave out of consideration the forms 
of tenure obtaining in the several parts of the country. 
The remedies for agricultural indebtedness would have 
to be adapted to the different classes of the agricultural 
population, the different kinds of tenures which govern 
their relations and their different economic position. 
tJne example may be given in illustration. The ordi- 
iiary type of agricultural credit society is the unlimited 
liability society without any large share capital. This 
may \}g all right for owner-cultivators. But what help 
could it render to (1) the 38 million farm-labourers and 
servants and (2) the many millions whose totatl strength 
is not known, who lease and cultivate the propeHy of 
others, having no land of their ownP 


kt'marks ^ ^ have thus gone through the list of important 

(%>mmi8- piobleiiis discussed/ by the Boyal Commissiuii on Agricul- 

attempted to indicate briefly how their 
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character affected by the forms laad tenures pre- 
valent in different part^ of India and how the'semedie^i* 
suggested by the Oommission for solving the problem will 
have to he suitably modified or adapted to the different 
conditions of land-hdlding. It is a matter for regret that 
thX ^oinmiKsion has, by adopting* a narrow interpretation 
of tbeir terms of reference, ignored tliese aspects of the 
questions which they have investigated and made recom- 
mendations on. 

18. There remains to mention two other prob- Two other 
lems of Agricultural Economics which the Com- 
mission iias totally ignored and which are of vital im- 
portance in tlie problem of Agricultural Improvement: — 

(i) The relation between the form of land tenure 
and the methods of cultivation; 

(ii) the reflation between the size of the holding 
and the efficiency of cultivation reckoned 
according to (a) area, (h) labour emy^loyed. 

These questions have been investigated with 
care both by Governments and private individuals 
other parts of the woPld. It mav be mentioned, for tenure and 
example, that the Bureau of Agricultural Economics cuUivation. 
of the United States Department of Agriculture, a few 
years ago, made an exhaustive enquiry, by means of a 
series of suiweys into farm ownership and tenancy in 
that coinitry, and has discussed at length the question 
of the ‘ relation of types of tenure to efficiency in farm 
operations.’ The results have been embodied in the 
U: S. A. Agricultural Year Book of 1923. Their con- 
clusions are rather significant, in view of the common im- 
pression that the man who owns his farm will secure 
greater produce from a given plot than the one who rents 
it. According to the Eeport, the available statistics 
indicate that efficiency is less a matter of the 
elass of tenure than it is of the personal qualities 
F. 16 
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of the farmer., Ae^^'ch^racter of land and A© ade- 

quacy of farm liqnipiient^ ^op^atinjp capital/' 

One would like to know \what ^ results 

of a, similar enquiry in India. Anyhow^ it would 

not only be of academic interest but of practical 

importance as wdil. In framing* or amending ieiiancy 

laws, which are the order of the day now, due attention 

could b(> paid to their economic aspects, if !the relation 

between tenancy and productivity is known for certain. 

Students of Indian Economics have to deplore that in 

the passing of tenancy laws in the past only the 

historical and legal aspeirts have been considered 

l)y the liegislatures and the economic aspects have 

l>eeii tacitly ignored. The reason for !this is, of 

course, the total neglect of the study of this 

aspect of land tenures in India. It is time that a 

change is made in the matter. Tenancy laws should be 

so framed Aat while protecting Ae just rights of the 

renties class, the economic freedom of Ae tenantry should 

also be enlarged, otherwise all attempts to improve Ae 

methods of agriculture woutld prove futile, because tenures 

are the foundations of the agricultural system. 

(ii) Size of 19. The other question — the relation Iretween the 
holdiog ftiid 

efficiency of size of the holding and the elficicncy of production — ^lias 
production, been coming to attract more attention in Western 
countries in recent times, and is Iround to come into 
prominence in India also. It should be noted that those 
are two criteria of productivity — ^yield per acre of culti- 
vated land and yield per inan power employed on the 
land. The two are very different. It has been proved 
by moans of statistics cdlected in England, that, as the 
size of Ac holding increases, production per acre dimi- 
nishes but production per man increases in all kinds 
of farming — arable, sheep and cattle farming. (See 
Rew, A Primer of Agricultural Economics, pages G1-G2.) 
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We should like to kjhow whether siiniliir results would be 
yielded* by Indian enquiriSs';^ ^ceye for making such 
investigations, * Kdwevir, isHdther l||^iiW in our country. 

Farms' are ^ of small size, 

capitalist-businfess-farming is in infancy and farm- 
accounting is totally unknown to our cultivators. 

In these circumstances, it is only our Agricul- 
turaf Colleges and Research Institutes which could 
undeitake such enquiries. Their results will how- 
ever be of more than academic value. They 
would enable Government to develop a better land policy 
than what it has been following, if really there has 
been anything like a policy in any part of India in the 
past. It may be that the Government will have to adopt ' 
two different plans of land policy ; in ceitain tracts where 
the population is thin, the Government would have to en- 
courage large-scale capitalist-farming and in other parts 
where the problem of agriculture is to find food for the 
crowded population, greater application of labour in 
small farms will have to be encouraged. In a vast 
country like India, with great differences of soil, climate, 
water-supply, tenure, character of the agricultural po- 
pulation, etc., no uniform policy can be followed with 
satisfactory results.® * ^ 

It is well that agriculture, land tenure, and taxation 
are Provincuil subjects; it would be better that they all 
become Transferred subjects, and it will be best that 
in their administration greater attention were paid to the 
economic aspects. 

20. In the foregoing pages I have merely Ooncluaion 

attention to certain aspects of Indian Land Tenures 

which have so far received scant notice at the hands of 

8 Again, as a result of such an enquiry, we may be in a posibion to know 
what is the proper wase of a farm for the raising of oommercial oropa like jube, 
cotton, tobacco, sugarcane, etc. 
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administrators and ae^emiciaxiLS. It would be well if 
our Conference passes a resolution recominendiu"’ ilie 
scientific study of the quesAon in all its hearings by 
our Universities as w^ell as by our Gover^pients. 



THE BRITISH LIBERAI. INDUSTRIAL INQUIRY 

BY 

A. Ramaiya, 

Vakil^ Madura. 

With a view to lormulate a pro^iamme of reform on the 
general lines of Liberal policy, a oi nien wiih experience in 

economics, politics ^and industry stalled an inquiry into the condi- 
tion of lititish Industry and Trade, and after spending more than 
a year in gathering maierial and taking evidence, have published 
the results of their investigation in the form of a book under the 
title “ Britain’s Industrial Tuture.”^ The authors are certainly 
not in agreement with the principle of the Labour party who are 
directly opposed to the ca])italist system, nor are they satisfied 
with the excessive caution and acquiescence in existing conditions 
which characterise the attitude of the Conservatives. They recog- 
nise that the Industrial system has not yet attained an adequate 
standard either of justice or oi efficiency, and that the present 
social order with its ineciualities of wealth and status, denies a 
real liberty to a great proportion of the population; and they are 
also convinced that the end of all economic and political action 
is the promotion of the welfare of the comniiinity, and that the 
essential purpose of Democracy is to create the conditions neces- 
sary for this purpose. But they are not for a change in the 
existing organisation of so(*ie(y and do net agree with the Labour 
party slogan that the individualist system of capitalist production 
based on the private ownership and competitive administration 
of land and capital has failed in the past to fidequately utilise and 
organise the productive powers or provide the necessary standard 
of life for all. They are positively opposed to State Control or 

1 Britain’s Industrial Future, being the Beporfc of the Liberal Industrial 
Inquiry. Ernest Benn (London). 
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nationalisation ot industry folr its own sake, and not prepared to 
hold that it is the positive duty of the State to secure to every 
member of the community the requisites of healthy life and 
worthy citizenship. They would at best impose only a negative 
duty on the State, of securing that no member of the community 
shall be denied the opportunity to live a full and free life,!' the 
problem, according to them, being only “ how to cure what is 
unhealthy in the existing economic body without injuring the 
organs which are sound.” 

After a preliminary survey of the present condition of British 
Industry, the results of their enquiry are brought together under 
four heads: (1) The organisation of business; (2) Industrial re- 
lations; (3) National development; (4) National linance. lender 
the first head there is an able and original analysis of the various 
forms of business organisation and the eoiiclusioa is reached that 
under present conditions there is no sf ope for any further exten- 
sion of State Control, but it is recognised that there is need for 
the consolidation and reorganisation of the existing field. The 
most iioportant constructive proiK>8al that is offered is the consti- 
tution of a Board of National Investment for the purpose of 
concentrating and canalising in proper directions the stream of 
national investment which is at present chaotically controlled by 
a multiplicity of public authorities and ])rivate bodies. Another 
noteworthy suggestion is the establishment of an Economic 
General Staff for a continuous study of cuonomic problems affect- 
ing national policy and the development of Industry and Com- 
merce, and for advising Government on such matters, acting in 
close conjunction with a standing committee of the cabinet to 
be known as the Committee of Ec^onoini(‘ Policy. Some minor 
suggestions are also made for improving economic information, by 
the. co-ordination and rapid publication of all available statistical 
and other mateiial and a continuous census of production; for 
stimulating business efficiency by collalwration between industria- 
lists, lalmur organisations and the State in the application of 
research to industry and in fostering standardisation, technical 
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knowledge, vocational instruction and training; for effective 
control of joint-stock companies by^ stringent requirements as to 
their audit and publication of accounts and supervision by a Super- 
vising Council," and for subjecting monopolistic undertakings .to 
strict scrutiny with regard to price-fixing in the public interest. 

The next head dealing with Industrial llelations also contains 
a well-reasoned discussion of a complex situation. But one feels 
that there is here a tendency to over-emphasise the extent and 
bitterness of industrial strife in British — perhaps the pcditical 
motive was at work. For secxiring industrial peace and social 
justice it is suggested that the establishment of a Ministry of 
Industiy taking over the work of the exisung ministries of 
Labour and Mines and the industrial work of the Home Office and 
the Board of Trade, is necessary, and that, associated with that 
Ministry there should a small Council of Industry to deni with 
industrial problems and supeivise the work of Trade Associations. 
For improving workers^ relations in general with their employers, 
the adoption of the German system of Works Councils is recom- 
mended, for drawing up works rules and to deal with dismissals 
and receive information as to trading facts and prospects, and 
factory organisation and proposed changes therein. By far the 
most important of the topics discussed under this section relates 
to the problem of improving •the workers’ status and tone of 
life. In the words of the Keport, the goal towards which tlie 
(.^ommittee aim is a society ' in which everybody will be a capitalist 
and everybody a worker, as everybody is a citizen.’ For the attain- 
ment of this goal it is suggested that there should bo as wide a 
diffusion of the ownership of industry as possible among the 
industrial w^age-camers, so that the existing distinction between 
the owning class and tho working class may disappe«ar. The 
road to this is pointed to lie in high wages, profit-sharing, the 
encouragement of savings among workers and facility for their 
wise investment and through such other measures as may be 
practicable to .slecure a better distribution of inherited wealth 
without discouraging initiative and onte^prijse. 
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Next comes a programme of National Development. The 
first point dealt with in this connection is the problem of unem- 
ployment. With regard to unemployment due to cyclical or 
seasonal causes or caused by industrial improvement or change, 
the Report itself admits that it has no new or definite remedies 
to offer. The Committee therefore confine tliemselves to the 
problem of relieving unemployment due to abnormal causes and 
they suggest that to the exient to which it cannot be relieved by 
the existing system of Unemployment Insurance, the State should 
assume direct responsibilities and treat it as a national function 
and a charge on the national Treasury. It is surprising that the 
Report says not a word about the feasibility of nationalising and 
bringing under the control of a State Department as a public 
concern, the entire system of Industrial Insurance itself for which 
there can be no objec tion on any conceivable economic grounds. 
The other portions of the book relating to National Development 
take the character of an election programme and are intended 
inter njia to solve the problem of unemployment. They relate 
to a vigorous policy of national reconstruction embracing within 
its scope the rehabilitation of agriculture, an extensive programme 
of highway development, afforestation, reclamation and drainage, 
electrification, slum clearance and town-plannifig and the develop- 
ment of canals, docks and harbours. To formulate a consistent 
and comprehensive imlicy in this connection, the constitution of 
a Committee on National Developmefnt is suggested, and all 
schemes which it puts forward are to be financed under the direc- 
tion of the Board of National Investment, already referred to. 

Lastly we are taken to a critical study of Ihc system of 
National Finance where many useful practical proposals are made. 
It is pointed out that though in the opinion of the authors of the 
Report nationalisation of the banking system of the community 
as a whole is undesirable and objectionable, the national character 
of the Bank of England should be emphasised by a permanent 
limitation of the dividend payable to the shareholders, all surplus 
profits being retained for national purposes. With regard to the 
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Budget Statenleint and the Finance Acconnts it is shown how 
improperly they hate been manoeuvred during the paat two or 
three years under the Conservative regime^ and how necessary it 
is, if the House of Commons should have real control over national 
economics, that the Budget should clearly state the various kinds 
of revenue, and the accounts draw a clear distinction between 
expenditures which are in the nature of investments or otherwise 
remunerative and those that are dead-weight burdens. Unless the 
Budget is divided under the three heads, Cash Account y Income 
Account and Capital Account, there is room for financial jugglery* 
How many members of the House of Commons, for instance, 
realised that in 1925-26 and 1926-27, the Exchequer brought into 
account as current revenue leceipts amounting to £87,000,000, 
that did not in any proper sense of the term belong to revenue 
levied or accrued in those years? Unless a reform of the National 
Accounts is effected on the lines indicated in the Report, neither 
the House of Commons nor the public will be in a position to 
know the exact financial situation and advance intelligent criti- 
cism. The Committee is of opinion that the existing system of 
national taxation in Britain is well-conceived and has been of 
much service in the past in moderating eoononiic inequalities. 
They urge a reduction of the War Department expenditure, but do 
not desire any further extension of national taxation. But they 
strongly advocate a reform of the local rates which injuriously 
affect industry by raising production costs and hitting heavily 
the more depressed industries and throwing a burden on the 
workmen out of all proportion to the burden on the wealthy. 
Financial reform in this respect is very urgent. In order to relieve 
the local rates it is suggested that poor relief in so fax as it relates 
to the able-bodied poor should be transferred to the National 
Government where it may be co-ordinated with the existing 
machinery for administering unemployment insurance, that a 
substantial portion of the expenditure on roads may be transferred 
to a Eoad Fund under the control of the National Government and 
that the present system of grants-in-aid should be extended. 
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Sucli^ in brief, are the main suggestions embodied in tli6 
Beport of the Liberal Industrial Inquiry. It is thoroughly an 
economist's report and not a politician’s, political purpose being 
thrown to the background. Most of the proposais for refoim con- 
tained in the Report are such as to undoubtedly find favour with 
the Labour party, even though the fundamental basis on which 
the Beport proceeds, viz.^ the capitalisl system, is opposed to 
Labour aims^ Whether capitalism or socialism should ultimately 
prev^, the reforms for which the Liberals stand are certainly a 
gre^t step towards the progress \\hicli eitlier [larty would desire. 
But there is no prospect of any consolidalion or lasting co-opera- 
tion of both Liberals and Laboiii: for pjesenting a united front, 
as their aims are so fundamentally different. 
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As was expected, the liabour Ministry in Great Britain has 
lost no time in initiating changes in Government’s economic policy 
which had been already foreshadowed and promised. Though 
inwardly believing in the virtues of protection, the Conservatives 
had not dared to tamper materially with the revenue tariff of the 
country and had preferred flank attacks to frontal onslaiighfev ‘On 
the traditional fiscal faith. Both the Liberals and the Labourites 
resented the McEenna and the Safeguarding duties but had to 
put up with them helplessly so long as the Conservatives held 
overwhelming power in the House of Commons. Their opportunity 
came with Labour victory at the general election and the first 
important parliamentary battle was fought between free traders 
and protectionists in the course of the debate on the Address, The 
Liberals voting with the Government, the Ministry defeated the 
Conservative amendment with a handsome majority on the question 
of protection and preference. Mr. Snowdon left no doubt on the 
mind of his opponents as to the policy of ‘ thorough ’ that his 
Government had decided to follow in the matter. Expressing an 
earnesi desire to promote inter-imperial trade, he did not believe 
in rapid effects so far as the Dominions were concerned. He 
appears to have very substantial hopes, however, regarding India. 
Mr. Snowdon argued that British trade with India could be 
increased by £87 millions compared to £2 millions with Australia 
if the purchasiDg power of the people of the two countries was 
raised, say by fls. per capita.” His calculation is perfectly accurate 
on the basis of figures, and an increase of purchasing power will 
be most heartily wdcomed in this country. But how is that to 
be achieved P Mr. Snowdon has a simple remedy ready at hand, 
and that is to Help India by lending her capital, enabling the 
peasants to use s^Geel instead of wooden ploughs and also motor 
tractors, Why, Indian peasants can. be educated, in time, even 
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to use motor cars! Will not this simple method of dealing with 
the problem benefit the British manufacturer and the Indian ryot 
at one and the same time? It looks queer that such a bri'Uiant 
idea should not have occurred to any one before! 


It is arguable that the policy adumbrated hy the Chancellor 
of the Exchequer may be the best suited to the national require- 
ments of Great Britain, and Liberal and Labourite thinkers are 
probably right in the view they take of their country’s economic 
policy. But Mr. Snowdon’s pronouncement is bound to provoke 
a smile of amusement in India, both in official and non-official 
circles, and his argument hardly needs examination. But the 
more important question relates to the future of the policy of 
protection which has already been adopted in this country. Mr. 
Snowdon foref^hadowed the calling of an Imperial economic 
conference for the purpose of seeing how inter-imperial trade might 
be extended. Mr, Runciman blessed this idea and wished that 
there was enough wisdom in the Dominions to induce them to 
adopt free trade. India has secured, by conventional understand- 
ing if not by constitutional law, the right to determine her own 
commercial policy, and this freedom is not likely to be curtailed 
in the constitutional changes that are being discussed at the present 
moment. Indian public opinion will, therefore, have to be 
convinced of the desirability of the adoption of a free trade policy 
before any interference with the existing system from without, 
can be tolerated, and in the present state of economic development 
and thought in this country and abroad, it will take a good deal 
of convincing. Protection is Labour’s pet aversion, but whatever 
success Mr. Snowdon may have in his campaign against it at home, 
the problem is not so simple in India as he and his Liberail 
supporters seem to think. And so far as India is concerned, the 
proposed Imperial Economic Conference is not likely to bring us 
qearer a solution in the manner expected. India’s fiscal policy 
will have to be discussed (and regulated) on its own merits and 
bom the practical as well as the theoretical point of view. 
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The echoes of the eJKchange ratio controversy are still occasion- 
ally heard in certain parte of the country, but in spite of the 
merits of the question, general opinion appeals to have resigned 
itself to the inevitable, and an attempt to revive the disputation 
is, in the circumstances, regarded as flogging a dead horse. It 
is, of course, interesting and important to find out how far the 
assumptions and the anticipations of the Hilton- Young tJommission 
were justified in the light of the events of the period succeeding 
the adoption of its recommendations. Apart from this larger 
aspect of the problem, however, there are a few questions relating 
to Indian excliang‘e and currency wliicdi have quite recently come 
into prominence. A question was asked the other day in the 
House of Commons ns to why the system of purchasing sterling 
remittances by tender, so long followed b\ the Government of 
India was abandoned, and the answer given was to the effect that 
the new method of purcliaso rfa the Impel iul Bank on behalf of 
the Goveinnieut of India, was calculated to prove more advantage- 
ous. The second question has refereiu'e to the sales of silver 
effected in London by Government, against which the Indian 
Chamh/er of Coiuinerce, Calcutta, has entered a strong protest. 
The complaint is that the sales arc unnecessary, as being only a 
part of the Hilton- Young scheme of cuiiency reform and that 
they have caused lieavy lovsses to the country and to the mass of 
the population, in particular, having brought about a reduction 
in the value of their holdings of the wlnle metal. The third 
question relates to the prevailing weakness of exchange and the 
contraction of the currency (iovemment has resoited to by the 
transfer of £3 millions from the currency reserv^e to the home 
treasury. All these measures are interrelated; and while they 
are represented, on the one hand, the direct and inevitable 
consequences of the foolish exchange ratio policy of Government, > 
on the other, they are explained away as natural phenomena. 
With the advent of the slack season, the supply of sterling is 
inadequate, exchange is weak and the Government of India must 
deflate and resort to different shifts to keep the Secretary of State 
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for India in funds. It stands to reason that with a lower exchange 
ratio, e.g,, IBd.^^the^ position would undoubtedly have been much 
easier. The situation certainly lends colour to the plea that the 
exchange has been legally put higher than the needs of the 
country warranted and that the Government and the country have 
to suffer the consequences, though with any ratio, sucJi develop- 
ments might have temporarily occurred and (‘ould not have been 
prevented. 


The Banking enquiry which has now been launched on its 
difficult voyage, is an adventure of great importance and ought 
to be productive of infinite good to the country. Rural indebted- 
ness, the alleged extravagance of the masses, the need of inculcat- 
ing thrift in them, the fabled hoards of India, the existing admitted 
lack of banking facilities, the effects of the co-operative movement 
on popular credit, all these matters require clearing up and the 
procedure of provincial and intensive local enquiries along with 
the investigation and co-ordination by a central committee, has 
properly met with general approval. The only complaint one hears 
(and it appears to be based on substantial grounds), is about the 
unwieldy character of the central committee. This is surely not 
a conference of delegates of different interests, and })eing a body 
more or less of experts in different branches of banking, ougiit to 
have been smaller. One hesitates to forecast its acliiovements. 
In any event, one must wish the whole inquiry complete success. 


V. G. K. 
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We tad very mucli hoped that we had well got over the 
period of Strikes and Lock-outs that seemed to have become en- 
demic within our industrial system. Itegretfully we have to 
record that "our hopes have been too rudely and too frequently 
destroyed. Not only in Bombay, the plague-spot of this malady, 
but up and down the country, one reads of industrial friction, 
disputes and stoppages of work. Apart fiom alleged communist 
propaganda — and there may be some substantial basis for this 
allegation — there are some outstanding causes that need careful 
treatment. These causes, uz,, questions of recruitment, promo- 
tion, dismissal, wages, leave and Jiolidays, and even of control 
and discipline, housing and other major matters, have been legi- 
timate grievances for long. 

We plead for and urge the adoption of a means and a channel 
by which these evils can be systematically attacked. Causes for 
friction and trouble are bound to crop up. The industrial system 
is not static, it is dynamic. It also suffers from a bad inheritance. 
We therefore cannot hope to cure it of all defects and shortcomings 
once and for all. What we need then is a well-recognized method 
— adjusted carefully to the prevailing conditions of each industry 
or tradei — by means of which the causes of friction can be promptly , 
and methodically sifted and examined before they come to a head. 
Such examination must be full and free and must be a co-operative 
and mutual effort from the side of the Management and of em- 
ployees. Ill other countries and in cei’tain instanegis in India too 
where this practice has gio-wn up, it has yielded satisfactory results. 

The Bombay Mill Strike which came as a flash of lightning 
towards the end of April almost completely paralysed the Textile 
industry in Bombay. A few more strokes of this nature and the 
death of the premier industrj^ is certain. Its repercussions on the 
industrial life of the country as a whole would be far-reaching and 
would spell disaster. The country can ill-afford to view .such a 
calamity with calm. 





The points for which the Gimikamgar vUpion — or the Eed 
Flag Union m it htts now come to be known^r-seem to (stand out 
are the reinstatement of the 8,000 strikers of the Wadia group 
of mills; no Tictimisation ; the recognition of mill committees as 
legitimate media through which the workers should place their 
griev^ces before the Management ; and the concession of the right 
to the Union to carry on its work within the mill premises, like 
the collection of subscriptions on behalf of the Union, etc. 

After seTeral earnest but futile attempts made by Government 
to amicably settle the dispute, the employers proving no less 
obstinate than the employees, the case was brought under the 
Trades Disputes Act, and it is now being investigated. 

The terms of reference of the Court of Inquiry are : ‘ 

(1) To ascertain the extent and nature of the dispute or 

disputes between employers and workmen which led 
to the strikes of March and April, 1929; 

(2) If there was auy such dispute, to what extent em- 

ployers, or workmen, or both are responsible in 
matters connected therewith; 

(3) What are the causes of prolongation of the strike? 

Who are res|X)nsible for such a prolongation and to 
what extent? 

(4) What are the difSculties in the way of a settlement oi 

the dispute or disputes between employers and work- 
men? 


The AlUndia Eailwaymen^s Federation, led by Mr. V. V. 
Giri, met Sir George Rainy, the Railway Member of the Govern- 
ment of India, to place before the Government some of the out- 
standing grievances of the Railway employees. The deputation 
was representative of many Railways in the country. 

Some of the questions discussed included the matter of wageaf; 
insecurity of service; victimisation; leave; hours of work; re- 
cognition of Trade Unions; fines and debits. The demands of 
the denutation were classified into major, minor and subsidiary. 
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Undw major mattgii' yfhtft included questidns of wages, -^i^Metnty 
of service and honri of vforfc. ^ 

With regard to Usages it was stated that the wages of the 
subordinate railway employees were most inadequate. Also that 
employees were barred at the maximum for several years together. 
Another grievance was a differentiation made in pay due to dif- 
fer^tiation in designation though the work done was precisely 
the same. Also there was no standardization of working con- 
ditions. 

Time scale of pay was advocated as it would do away with 
a great deal of injustice and favouritism in promotion. Scales of 
pay wouM have to be worked out for the different grades of work- 
ers. 

Classification of employees was very necessary; and a ready 
classification of unskilled, semi-skilled, skilled, clerical (ordinary) 
and semi-technical could be adopted. Those who were to be in- 
cluded in these various categories were then defined. Scale of 
wages was suggested for these groups. The unskilled worker's 
grade was for instance to be Rs. 26-1-45 and ctlerioal (ordinary) 
Be. 50-5-176. 

Overtime payment was demanded for all grades of workers. 
Sunday and other holidays were requested, but in the event of 
this being impossible, even the grant of one day off in seven, it 
was suggevsted that in lieu holiday allowance at least should be paid. 
A leave reserve of 20 p.c. was suggested. 

-The practice of keeping men in temporary employment for 
5 and even 12 years was, as it is only right, severally criticized. It 
was suggested that every employee after 2 years* service should 
be made permanent. 

It was pointed out that the question of fines and debits was 
a widespread cause of grievance, 0!iie of the suggestions made 
in this connection was that the fines should not exceed 2 p.c. of 
the monthly salary. 

Sir Qeorge Rainy gave a sympathetic hearing and smd that 
the memorandum of the deptrtation covered a very wide field. On 
F. 17 
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aaaflysiB ^of tb© memorandum he found that it covered no less 
than 24 separate subjects and one of whioh had six sub-heads. He 
informed the deputation that he had started a thorough and close 
enquiry into several of these questions and could not at the moment 
anticipate conclusions or leconunendations. There were only four 
points which were presented in the memorandum which would not 
be covered by these departmental enquiries. These were the pro- 
posals for the establishment of a Wages Board; racial discrimina- 
tion; Victimisation and Trade Union recognition. Some of these 
he had no doubt would be taken up by the Royal Commission on 
Labour. He then mentioned what improvements had already been 
m^de and what difficulties there were in the way to further better- 
ment, especially in the matter of wages. He showed how during 
the last four years expenditure on medical relief had gone up from 
Rs. 36 lakhs to Rs. 45 lakhs a year, an increase of 25 p.c., and 
would be increased still more. The question of housing also had 
received the attention of the Government, and during the last six 
years they had spent Rs. crores on improving the housings of the 
subordinate employees and by March 31, 1930, the amount so 
spent will have exceeded Rs. 7 crores. He the problem of dis- 
missal he said that mere length of service in itself did not establish 
an absolute claim upon the railway administration although due 
weight would be attached to it. He felt that the power of dis- 
charge or dismissal should be with senior officers only, and that 
an appeal against such order to the appellate authority should be 
examined carefully and not be treated as a mere formality. 

^ Amongst other things Sir George Rainy said that the Federa- 
tion was not tridy representative, although he admitted that they 
had no reason to be dissatisfied wuth their achievement. We can- 
not help feeling that this was rather a weak argument to rely 
upon for the defence of several things in the Railway administra- 
tion which admittedly need improvement. 

In comment we can only say that in the railway service every- 
where, but especially in a country like ours of great distances and 
of few alternative meaps of communication, we need to keep the 



NOTES 


isi 

men not only satisfied and contented, but also eduicateid and alive 
to the vital services they are rendering the community. A break- 
down of the railway service, or constant friction, would not only 
react most unfavourably on the entire economic wsystem of the 
country, but would also have serious anti-social consequences upon 
the stability and well-being of the community as a whole. The 
men must be decently paid, properly educated and trained, and 
at the same time the cost of service must be kept low and its 
efiBciency high. To achieve these objectives is no easy task. We 
therefore feel that apart from the spirit with which Railway labour 
leaders on the one hand, and Railway Agents and officers on the 

. s - 

other enter into their respective duties, there must be set up ade- 
quate and representative machinery, which will keep those 
in charge in progressive touch with the day-to-day problems and 
difficulties that inevitably arise in a vast and complicated industry 
like the Railways. Unless and until we set up representative 
machinery for mutual consultation and reference, with recognized 
statue and standing, to examine and sift the various problems that 
must arise, we shall not have solved the underlying difficulty in 
connection with labour in this or in any other industry in this 
country. We seriously urge upon the Agents of the various Rail- 
ways in the country, if not the Railway Board — we put the matter 
thus, because Sir George Rainy’s reply to the Federation showed 
considerable doubt as to who, the Agents or the Railway Board, 
were the real masters of the situation — to consider this matter 
really seriously before they turn it down as too radical. 


It was significant to read that the Ahmedabad Labour Union^ 
which has throughout been distinguished for its sane and business- 
like methods, had given notice of a strike if satisfactory arrange- 
ments were not made for drinking-water and dining-sheds. They 
also demanded a Joint Committee of the Labour Union and the 
Millowner’s Association for these matters. One learns with re- 
gret that the Secretary of the Millowner’s Association, while 
assuring the Union of looking into the alleged grievances, declix^- 
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ed to entectaiii the idea of ha^mg a Joint Committee. It waa 
urged that creche and other welfare activities had been run quite 
successfully for the past three years without the aid of such con^ 
mittees, and there seemed no good reason to start one now. 

We hope, however, that the idea of a Joint Committee for at 
least such matters as requested by the Ahmedabad Labour Union 
will commend itself to the Millowners’ Association on further re- 
flection. Joint discussion is the only solvent of these obstinate 
Iiabour troubles. 


It is the sign of the times which we were glad to note in the 
deliberations of the Bengal Labour Conference held in Calcutta 
that the institution of an Industrial Labour Council to promote 
peace in industry was its chief objective. Bengal too has had its 
serious Labour troubles and so this step to discover ways and means 
by which to promote peace in industry is one in the right direc- 
tion. Too much thought and energy cannot be given to this mat- 
ter both by our Labour Leaders and our Captains of industry. 
The public too is vitally affected and would lend its powerful 
support to all such proposals. 


The International Industrial Eolations Association — ^its older 
name being the International Association of Human Relations and 
Conditions in Industry — ^has held its first Triennial Congress at 
Cambridge. The fundamental idea of the I. I. R. A. is that it 
is not sufficient to take the narrow view of the industrialist who 
merely wishes to increase production or the hazy view of the 
sentimentalist who would ignore production and economic realities. 
It is alleged that man is as real as machinery and machinery as 
real as man. Adjustment is necessary, but what is needed is in- 
telligent adjustment which will involve the understanding and 
mastery of economic forces to serve the world of men and women. 
And the plan adopted is to unite men and women of all countries, 
who are capcemrf with indmatry in any capacity, to bring them 
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tagether to pool their experiences and opinions » aiSd hy way ol 
arguments and discussions to arrive at some solutions. 

The first volume of the Eeport consists of Papers showing 
the way in which fundamental relationships in industry are being 
affected by co-operation within and between various groups in 
industry ; education and training for all groups ; personnel 
and employment management; scientific management and voca- ^ 
tional guidance. These discussions were held by practical in- 
dustrialists, employers and heads of companies, workmen aud 
Tirade Union representatives, industrial thinkers, psychologists 
and welfare workers from twenty different countries. The 
Congress was deliberative — not executive. In a word, its con- 
clusion was that industry in these days could no longer be 
conducted on the rule of thumb idea. It had to be more 
scientific, intelligent and humanistic. This organization holds 
within it much power for useful and helpful enlightenment for 
those w^hose concern it is to deal with industry and labour. 


We unreservedly welcome the appointment of the Royal Com- 
mission on Labour under tlie Chairmanship of the Rt. Hon. J. H. 
Whitley. The Commission has come at an opportune moment. 
Although our industrial system is of an earlier date than our Labour 
movement, but comparatively speaking it is still in its infancy, 
In all human institutions tradition plays an important part and 
our industrial system ran prove no exception to this. There- 
fore before bad tradition can set into embittered hosti- 
lity and suspicion between employers and employees tod 
leave its legacy of friction and strife to the detriment 
of the efficiency of our industrial development, we are 
glad to have a thorough and searching examination of the 
entire field by the Royal Commission. The Chairman is a person 
of acknowledged reputation and his ability to do justice to the 
task laid upon him is beyond all doubt. He is to be supported by 
a body of well-selected men whose knowledge of affairs in general 
gnd of the specific problems in particular is considerable. While 



134 


NOTES 


we are glad to see that a lady has also been placed upon the Com* 
mission, we cannot but- express the regret that no Indian lady 
could be found to join the Commission as well. We are not moved 
by sentiment alone in this matter. We feel that an Indian lady 
would have proved of invaluable help to the Commission as a 
whole, and especially to the lady member. The two„ together 
could have supplemented each other^s investigations a great deal. 

We take this opportunity to express the hope that the labour 
situation in the country will be fully and freely examined from all 
sides, and that in spite of the many troubles that we have recent- 
ly passed through, the Commissioners will approach their great 
task with unbiased and unprejudiced minds. 

We are glad also to record that while the Executive Com- 
mittee of the Trade Union Congress have declined to appear before 
the Commission, they have not forbidden individual Trade Unions 
and their office-bearers to do so if they should so desire. Politics 
apart, we cannot see how the lot of the labourers, or the fortunes 
of our industries \vould bo bettered by a policy of non-co-operation. 

The terms of reference are general and are comprehensive 
in their scope. It is just as well that they were not more specific. 
This will be better done in the Questionnaire that the Commission 
will issue. The terms of reference are: To inquire into and 

report on the existing conditions of labour in industrial undertak- 
ings and plantations in British India, on the health, efficiency 
and^ the standard of living of the workers and on the relations 
between the employers and the employed and to make recommenda- 
tions.^’ 

The Commission will consist of the following : (^hairman, the 
Rt. Hon. J. H. Whitley. Members: The Rt. Hon. Srinivasa 
Sastri; Sir Alexander Murray; Sir Ibrahim Rahiintullah ; Sir 
Victor Sassoon; Messrs. N. M. Joshi, M.L.A.; A. C. Clow, I.O.S; 
G. D. Birla, M.U. A. ; Diwan Chaman I^al, M.L.A. ; Kabeeruddin 
Ahmed, M.L.A. ; John Cluff (Asst. Genl. Secretary, Transport and 
Railway Workers’ Union, Eng^land); Miss Beryl M. U. Poer 
Power, Deputy Chief Inspector, Trade Boards, England. 
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Mr. S. Lai, I.C.S., Dept, of Industries and Lal>ours, Govt, 
of India, and Mr. A. Dibdin, India Office, will act as Joint 
Secretaries to the Commission. 


The Indian Branch of the International Labour Office has 
taken up the cause of Indian seamen in right earnest and is collect- 
ing data and information regarding their welfare. 

The thirteenth session of the International Labour Conference 
to be held next October wdll be devoted entirely to the discussion 
of maritime labour conditions. 

The Agenda contains the following items: 

(1) The international regulation of hours of work on board 

the ships; 

(2) The protection of seamen in case of sickness (including 

the treatment of seamen injured on board the ship) ; 

(3) The promotion of seamen’s welfare in ports; and 

(4) The establishment by each maritime country of the 

minimum of professional competency exigible from 
captains navigating and engineering officers in charge 
of watches on board merchant-ships. 

The question of seamen’s welfare in ports is another matter 
which the Conference is going to seriously consider and endeavour 
to improve. The problem has already been well-considered from 
its many aspects by a sub-committee of the Joint Maritime Com- 
mission of April, 1&26. 

. The Committee propose the following lines of reforms ; — 

(1) The appointment in all large seaports of a Committee 

consisting of the representatives of ship-owners and 
seamen to investigate in co-operation with the public 
authorities the conditions prevailing in the harbourai;^ 
and adjacent areas; 

(2) The establishment of a definite closing time for all 

places where strong drinks are served in or near 
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harbours. It is recommended that the closing hour 
should not be later than 10 p.m. ; 

(3) The prohibition of the unlicensed sale and use of the 

narcotics and heavy punishment for transgression 
against the law; 

(4) A reduction of the number of taverns in or near dock 

areas; 

(5) The prohibition of the employment of female attendants 

in taverns and lodgings of seamen. The board and 
lodging houses are recommended to be under strict 
licensing laws; 

(6) A strict medical control of women who have illicit 

intercourse with men. The transmission of venereal 
diseases, it is suggested, should be a punishable 
offence. The adoption of prophylactic measures 
against venereal diseases is also recommended; 

(7) The prohibition of the boarding of ships by pedlai’s and 

other unauthorised persons; 

(8) The control of boatmen plying in the harbour; 

(9) The maintenance of a reliable police force in the harbour 

and adjacent areas; 

(10) Adequate lighting arrangements in docks and other 

areas where ships are moored; 

(11) The removal of loafers and beach-combers; and 

(12) The supervision of private employment agencies. 

We hope that many of these things will be done for the protec- 
tion and welfare of the seamen. It would not be easy to estimate 
>^hat world trade and commerce owes to these toilers of the deep. 
Their lot is one of the hardest. Separated and parted as they 
are from their home-life at a tender age, they little enjoy domestic 
bliss which makes the life of even the hardest-worked landsman 
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endiirable. So anything that^pan* be done to make their conditions 
more humane should be welcomed and assisted by all, especially 
by the home-abiding citizen. 


The All-India Telegraph Workers' Union held their Annual 
General Meeting at Lahore under the Presidentship of Diwan 
Chaman Lai. They passed a resolution, amongst other things, 
urging the grant to workers of the city a rent allowance; cycle 
allowance; sun-glasses for summer; rain-proof coats and umbrellas 
lor the rainy season; abolition of the system of bracketting tele- 
grams and not paying for them when addressees are not found. 


The Twelfth International Labour Conference began on May 
30, 1929, at Geneva. Doctor Brauns, a former German Minister 
for Jjabour, was elected president. Out of 55 member-states, 50 
sent delegations, the largest that ever attended since the inception 
of the International Labour Office. 

The agenda included questions on Forced Labour and hours 
of work of salaried employees. The Conference also consrddred 
the I.L.O. report on unemployment. The problems of industrial 
accidents and protection against accidents of workers engaged in 
loading or unloading ships formed important items on the agenda. 


War have received the following correspondence from America 
and we publish it in good faith and with pleasure. The unemploy- 
ipent problem of the educated classes in most Provinces in India 
has reuitched an acute stage. Anything therefore that indicates 
fresh avenues of employment is welcomed warmly. We are grate- 
ful to the India Lecture Bureau, U. S. A., for pointing to a new 
source of relief. 

S.-K. B. 


F. 18 
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INDIA LECTURE BUREAU 

ARTS— SCIENCE— LETTERS 

Indian Journal of Economics, 

Allahabad, India. 

Management: James M. G. Eay 
343 West 43rd Street 
New York City 

May 14th, 1929. 

Gentlemen, 

We enclose a few aiiicles that we would thank you to publish. 
It will be a pleasure for us to send you more materiail regularly 
thru oui' I.L.B. Press Seiwice. 

We would also vailue the seiwice of your paper and, if you 
can assist in that respect, from other Indian Trade publications. 
We need these very much in our work of creating trade relations 
between our two countries, in order to bring about friendlier 
relations between America and India, relations that commerce only 
can establish. 

Should you wish to obtain American articles on special subjects 
we will be glad to assist you in every way in this respect. 

Our Trade and Commerce Service supplies free information 
to all who wish to establish trade connections between the United 
States and India. 

Thanking you sincerely for whatever you may possibly be able 
to do for us, we beg to remain, 

Sincerely yours, 

James M. G. Fay, 


India Lecture Bureau. 
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INDIAN GEADUITES AND AMERICA 

New Industries are now springing up everywhere thruoat India. 
Many manufacturers are however in need ol sources for appro- 
priate machinery, some need capital and others need buyers in 
foreign lands for their finished wares. The American Chambers of 
Commerce in general gives considerable assistance in this respect, 
for the asking, and in India such information is obtainable from 
the American Consulates and Trade Commissioners, also from 
American Banks and Navigation Companies and from Japanese 
steamship lines having a service to America. 

On an another hand many college graduates would like to come 
to America, really they do not know how to proceed, or they have 
not the means to do so. Yet it is possible for them, if only they 
go to it in the right way. And this way is simple. There is 
plenty of room in American industry for such students who wish 
to perfect themsdves by completing their studies in American fao- 
tories, industrial plants and laboratories. They can then return 
to India either as the representatives of the concerns for which they 
have come or to establish branch factories or mounting pilants for 
them all over India. 

To achieve this purpose these graduates should address the 
following organisations, not separately but all of them. They 
will find then many obstacles taken away from their path and 
their road to success made very much easier. 

1. The National Association of Manufacturers, New York 

City. 

2. The Pennsylvania Association of Manufacturers, Phila- 

delphia, Pa. 

3. The Philadeilphia Commercial Museum, Philadelphia, Pa. 

4. The Detroit Chamber of Commerce, Detroit, Michigan. 

5. The Hindusthan Association of America, 500 Riverside 

Drive, New York City. 

6. The India Lecture Bureau, 343 West 43rd Street, New 

York City. 
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In writing to these organisational let them state their desire 
to enter as students with American concerns as stated previously. 
Lei theiri expflanations be truthful, not exaggerated and coloured. 
The simple facts will in the end prove best. 

In the meantime such student-graduates would do < well to 
write articles on the subjects they master and send those articles to 
the American trade press. Such articles should be creative and 
cons'iruotive, showdng new’ possibilities for Swadeshi industries, for 
the .establishment of plants financed by Americans, for the. deve- 
lopment of Indian natural and mineral resources for the home 
trade of India first, and for expoid to other Oriental countries and . 
the rest of the world second. There are plenty of opportunities to 
be developed in India and plenty of graduates who now vegetate 
whereas wdth American co-operatioo tliey might become prosper- 
ous and influential men* in the Indian community. These men 
shoidd not neglect, the advantages offered them. Now^ that India ia 
rapidly coming to the fore, is the time for ad ion. Meanwhile 
businessmen of India wdio would like- more information than that 
supplied by the organisations already mentioned for them can also' 
address the organisations mentioned for students. Besides they 
can easily get in touch with the Chambers of Commerce in the 
following cities, the more they write to the better it will eventually 
be for them. 

These Chambers of Commerce are in Boston, Mass.; Wor- » 
cester. Mass. ; Macon, Ga. ; Providence, R. I. ; Bridgeport, Conn. ; 
Wilkes-Barre, Pa.; Baltimore, Md. ; Birmingham, Ala.; San 
Antonio, Texas; also the Manufacturers' Association in San An- 
tonio, Texas. 

The new industrialist in India must not consider it a draw- 
back to start on a small scale as he will soon find banks to assist 
him when they find that he has really useful merchandise to produce. 
Meanwhile he should not neglect to take advantage of the aid 
offered him by organisations of the Occident. 
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INDIAN SCIENTIST TO ESTABLISH NEW INDUSTRY IN 

CALCUTTA ^ 

Mr. Nripendra Nath Roy, a native of Dacca, has just left thiii> 
oonntry. He is now on his way to Calcutta where he is to establish 
the Indo-Burman Chromium Plating Company. 

A graduate of Cailcutta University, where he got his B.Sc., 
he then studied chemistry in Dacca University. From there he 
went to the Technische Hohcshule in Charlottenburg where he took 
up German and Engineering. Later we find him securing his 
B.S. in chemical engineering at the University of Michigan. His 
prominence was sxich that the General Motors Company immedi- 
ately secured h im to do experimental work in heat treating and he 
was also attached to their research laboratory where he has dis- 
tinguished himself in the perfection of electro deposition of 
metals. 

He now leaves America as one of the leading personalities 
in his‘fieJld to establish a new Industry in India. Hiis is all the 
more remarkable when it is considered that veiy few countries in 
the 'world have similar plants. Before leaving Mr. Roy was the 
guest of his friends at the India Lecture Bureau and many saw 
him off when he sailed as a pioneer of science for his Motherland. 
Among friends to see him at the pier were Messrs. Shomi Nath 
Sha^try, Nirmal A. Das and U. S. Banerje. 

American metallurgical engineering loses an important leader 
in Mr. Roy. 


We have pleasure in publishing hereunder a letter together 
with a note entitled The late Sir Ganga Ram’s Generosity " 
received from the Director of Agriculture, Punjab; — 
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No. 1/72-178. KW. II. 


From 


D. MILNE, Esq., B.Sc. (Agri.), C.I.E., I.A.S., 

Director of Agriculture, Punjab. 


To 


The Managing Editor, 

Indian Journal of Economics, 

Allahabad. 


Dated Lahore, the 6th May, 1929. 


Sir, 

I have the honour to forward here^vith a note entitled 
** The late Sir Ganga Eam’s Generosity in connection with 
‘ Maynard Ganga Rain Prize ’ for the encouragement of develop- 
ment of agriculture in the Punjab and shall be grateful if you 
will kindly find space for its publication as a news item in the 
pages of your esteemed journal. I trust you will be able to see 
your way to extend this coui'tesy and thus help the cause of 
agriculture in India and contribute your sliai^e to this laudable 
object by the gratis publication of this note. 


I have, etc., etc., 

(Sd.) Kuktukishan, 
P.A. for Director of Agriculture, Punjab, 
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IHE LATE SIR GANGA RAM’S GENEROSITY 

In 1925 the late Sir Ganga Ram, Kt., C.I.E., M.V.O., R.B., 
Lahore, with that generosity for which he is now so well known, 
handed over to the Punjab Government a sum of Rs. 25,000 for 
the endowment of a prize to be awarded for a discovery, or an in- 
vention, or a new practical method which will tend to increase agri- 
cultural production in the Punjab on a paying basis. The pro- 
perty has been vested in the Treasurer of Charitable Endowment 
for the Punjab and is administered by a Managing Committee. 

The interest accruing from the propeity is payable to .the 
Managing Committee. 

The prize is known as the Maynard Ganga Ram Prize and 
is to be awarded every three years provided a satisfactory achieve- 
ment is reported to the Managing Committee. It will be of 
the value of Rs. 3,000 and the competition is open to all throughout 
the world. Government servants are also eligible to compete for 
it. 

Wide publicity was given in 1926 and 1927 to the proposed 
award by advertisements in newspapers both in India and abroad, 
and by other means, and applications were invited by the 1st 
January, 1929. The response has, however, been extremely poor 
and consequently it has been decided to extend the time for sub- 
mission of the applications to the Director of Agriculture, Punjab, 
up to 31st December, 1929. The Managing Committe^e reserves 
the "right of withholding or postponing the prize if no achieve- 
ment of sufficient merit is submitted. 

The Punjab with its many rivers, its fertile soil and warm 
Aun, has great possibilities for agricultural development, which is 
of the utmost importance as practically the whole population of 
the province, both urban and rural, depend either directly or in- 
directly on its agiyiculture. 



i. BEVIEWS OF BOOKS 


A EEJOINDEB TO PEOF. O. O. KAEVE 

Prof. D. G. Karve has done us the honour of reviewing the -fittrt voiumtt of 
our recent work on Indian Econouiice in the pages of the Indian; Jcournal of 
Economics, Allahabad. He seems, however, to have written under the atress ol 
strong feeling a^ parentiy caused l)y reading certam remarks of ours in the Preface, 
and throughout the review he deals out a steady stream of wholesale and indiacri- 
mmate ..condemnation, .The - head and Iront of our offending seems- to 
have been our '' remarkably bold criticism ol the existing, books on 
Indian Economics.” Seeing that Prof. Karve himself has not written 
any book coming within the scope of ” the bold criticism,” we can- 
not help admiring his capacity for vicarious indignation, though we wish that 
in giving expression to this mdignation, he had not- taken leave of all sense of 
fairplay and fair dealing. He suggests that our criticism is directed against all 
existing books, which of course is not literally true, as a glance at the Preface 
will show. But this is a minor point. As regards the actual defects we have 
noted as oharacterising much of the current literature on the subject of Indian 
Economics, we cannot see that there was anything very wrong m our mentioning 
them and warning ourselves against them. Prof, Karve ought to. know that 
similar, if not identical, complaints have been made by other people before us, 
and we have repeated them because we are honestly persuaded that they are 
on ^6 whole well-grounded. In declaring our intention to make a sincere attcnupt 
to avoid certain common faults we have seemed to Prof. Karve to di^lay>.^‘an 
enviable self-confidence.” But l^rof. Karve, at any rate, need not envy us at our 
supposed self-confidence, as his natural endowment in this respect is quite above 
the ordinary. For has he not told us with engaging candour in the Introduction 
fo A Marathi book on Political Economy, of which he is a joint author with another 
..more eminent economist, that in writing it he has equalled if not surpassed, (^stan- 
dard treatises written by Western Masters? And he makes this interesting,^ con- 
fession in spite of the fact that he has not succeeded in coming within anything 
like a measurable distance of his avowed goal. But coming back to our point, 
we do. think that writers on Indian Economics need to be particularly careful not 
to allow themselves to slip into , sheer journalese^ Methods which may be appro- 
priate to controversies agitated in the political arena are uot permissible in b^oki 
professing to be scientific. Prof, Karve notices ” a lack of critical and decisive 
faculty ” as an obvious feature of the discussion of many of the topics treated in 
our book. After all, may this not be his friendly way of recognising that in 
dealing with all controversial matters we have stated the different views with 
scrupulous fairness before expressing our own opinion on them. Such an attitude, 
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While it in often impoesible to the practical politician^ ^jiinust be maintained at 
all costs by the scientiiic student. This is all we mean' when wo plead that, as 
far as possible, economics should be kept separate from politics. We cannot, 
therefore, follow Prof. Karve when he charges us with inconsistency on the ground 
that, in discussing the various disadvantages of the caste system, we allude to 
its baneful effects in creating and emphasising political disunity. In the name 
of common sense why should we not? Prof. Karve thinks that we have sacrificed 
r consistency of standpoint in a number of other cases. But since he merely asserts 
without proving this, we feel we are entitled to make the counter-assertion that 
he is utterly in the wrong as usual. Similarly, when he enumerates a large 
number of topics discussed in the book and airily disposes of them by the simple 
remark that their treatment is ‘‘very disappointing” or ‘‘far from satisfactory,” 
we must reply with all due deference that his opinion has no value at all unless 
he supports it by argument. Prof. Karve refers to certain portions of the book 
as deserving the title of ‘‘ padding complements.” On a matter like this, however, 
no two people will quite agree. Of a given number of topics all of which are 
strictly speaking relevant to the subject-matter, which of them should be included 
and which left out, and, in the case of those that are included, how much space 
should be given to each, arc questions which not everybody will decide in precisely 
the same manner. But we hold that none of the sections which Prof. Karve 
objects to as ‘‘ padding complements ” are irrelevant or out of place, and that 
l^e^ have a far better claim to be included in a book on Indian Economics than, 
e.g.j the formal disquisitions with which some authors have thought it necessary 
to preface each chapter rendering the treatment both of economic principles and 
Indian Economics proper, inadequate and unsatisfactory. According to J'rof. Karve, 
while in some cases we have erred on the side o.f excess, in others we have 
committed the opposite mistake. He states, for instance, that the ” commendable 
copiousness with which problems of agriculture and population have been treated 
has been achieved at the expense of other subjects equally important.” In a 
personal discussion we bad some months ago with Prof. Karve, it came out that 
this remark of his was duo to his impression that the last chapter in Volume I 
exhausted our whole treatment of Indian industrial problems. There was really 
no excuse for this impression as we had already indicated, at the end of the 
first chapter, the different topics we proposed to treat in the book, and this should 
have enabled him to conclude that what he missed in the first volume was going 
to come in the second. In any case, we distinctly remember having called his 
attention to the fact that considerable space had been devoted to industries and 
other topics in the second volume. It is, therefore, surprising that be failed to 
correct the error in his original statement, though this course was actually suggested 
to him by us. The inference from this is clear. Prof. Karve was not prepared to 
surrender a single count in the comprehensive indictment which he had already 
framed against us and he was simply not going to be bothered by conscientious 
Scruples ot any kind. 

We cannot excuse ourselves as readily as Prof. Karve does in the generosity 
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of his heart, for the unduly large number of typographical errors in the book 
though we can only assure our readers that the greatest possible care will be taken 
if we reach a second edition. We fancy, however, that Prof. Karve is almost 
excessively indulgent about the misprints because he wants to be very severe on the 
English style of the book, which, he says, is " extraordinarily clumsy in a 
number of places.” He also thinks that a number of phrases and constructions 
used throughout the book are of doubtful correctness and, contrary to his usual 
practice, he is in this case so indiscreet as to give some actual instances. Con- 
sidering the great love he bears us, we may be quite sure that these instances are 

the worst he could find in the whole volume. As regards two of them, ctx., p. 13, 
lines 10 — 14, and page 308, last sentence in Section 1, the sentences as they stand 
are not ” of doubtful correctness ” but of undoubted incorrectness. The mistakes 
however are obviously due to oversight. In the first the word ‘ although ’ ought 

to have been deleted. In the second, if Prof. Karve had happened to know the 

word ” inhibit ” he would have read it for ” exhibit.” As regards the other 
instances, we hold against Prof. Karve that there is nothing incorrect about them. 
Since he takes it upon himself to criticise the style of the book, we may be 
pardoned for inquiring whether he really knows anything much about it himself. 
We have known Prof. Karve for some time as an occasional writer of mediocre 
reviews. But whatever w^e may think of him as an economist, we certainly cannot 
regard him as an authority on English style. He cannot excuse us a few slips in 
a volume of 600 pages, though in his own review of our book covering about five 
pages he is guilty of several more or less serious offences against the English idiom. 
Take the very third sentence which reads ; ” The particular books purporting 
to deal with the economic problems of India from a comprehensive and national 
standpoint have a special claim upon our attention, as it is m these that a proper 
understanding and correct solution of Indian problems may be hopefully traced.” 
We cannot commend this sentence either as a model of graceful writing or of 
perspicuity. And then, why should we want to “ trace ” — hopefully or otherwise — 
anybody’s understanding — ^proper or improper? We could easily quote other 
instances of doubtful English from Prof. Karve’s review. It is, how^ever, 
ridiculous for Indian Professors of Economics to be telling off each 'other’s 
defects of English style in the columns of a journal devoted to economic problems, 
and we do not propose to enter into any further argument with Prof. Karve on this 
matter. To be able to write in English with any real distinction is the rarest of 
rare accomplishments, and there are very few Indians who can boast of it. As 
for ourselves, we certainly lay no claims to it whatsoever. But it may interest 
Prof. Karve to know that such of our other critics as have at all cared to refer 
to the style of the book have done so in terms complimentary rather than otherwise, 
^ight we not, therefore, conclude that the style is at any rate not so unusually 
defective as to call for special comment? 

Among the many faults which Prof. Karve finds in our book the most 
fundamental is that we have no clear or real perception of the nature and justification 
of a special study of Indian Economics. We feel confident, however, that any 
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unprejudiced reader of the first chapter, or even the first section of the first chapter, 
will acquit us of this charge. We think that it is a sufficiently clear definition of 
Indian Economics to say that it is a study of the facts and problems of Indian 
economic life from the national point of view. Phrases like “ peculiarly Indian 
standpoint ” and “ intensely national standpoint,” which Prof. Karve fancies so 

much, do not seem to us to add anything to the definition. Similarly we may 

remark that though Prof. Kan^e has a good deal to say about what constitutes 
Indian economic creed, what he says is all so obvious that it might very well 
be taken for granted. ” The aim of those who follow the Indian economic creed,” 
says Prof. Karve, ‘‘is to promote the proportionate and intensive social and 
economic progress of India.” We do not quite know what ” proportionate pro* 
gress ” may possibly mean, but since it is obviously the central dream of Prof. 
Karve’s soul, we may be sure that it is something highly desirable. ” The 
essence of Indian economic creed,” Prof. Karve tells us, ” is that those who follow 
it do not tie themselves to the apron-strings of one or the other school of 

economics. All theories of economics and all social policies whether in the East 

or in the West will be studied by them, and the Indian economic situation will 
be examined in their light with a view to appraise economic policies as suitable 
or otherwise to promote the aim of national progress.” All this sounds very 
independent and spirited. But we hope that it does not absolve the student 
of Indian Economics from the obligation of reaching definite conclusions of his 
own on questions of economic theory and policy-— conclusions w^hich, it is important 
to note, may vary from person to person. In other words, we presume that ” the 
Indian economic creed” does not require of its followers that they should subscribe 
to certain fixed dogmas and certain prescribed views on various questions of 
economic policy. At all events we fail to see how the admirable attitude enjoyed 
on students of Indian Economics by Prof. Karve can be regarded as in any 
sense peculiar to them. To desire the all -sided progress of one’s country along 
sound lines; and as a means of being able to direct it properly, to study the 
different economic theories and practices in other countries while maintaining 
complete independence of judgment; to be alive lo the necessity of “objective 
observation ” of Indian conditions before recommending any practical steps in 
mere imitation of other countries — all these are excellent maxims which patriotic 
persons all over the world, concerned about the economic welfare of their country — 
and not Indians alone — will do well to remember. Nor can we say that respect 
for what Prof. Karve calls “ the peculiar teaching of the Historical Bchool ” 
constitutes a differentiating characteristic of Indian Economics. The teaching of 
the Historical School is not the exclusive property of those concerned with Indian 
Economics. It is part of the common heritage of all mankind, and economists 
in air countries must reckon with it and are at liberty to profit by it. Having 
regard to all these considerations we cannot help feeling that the inflated wordiness 
of Prof. Karve’s description of the aims and objects of Indian Economics is a 
conscious or subconscious attempt to give the appearance of discoveries to what 
are really well-worn platitudes. 
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As regards the use of the term “ Indian Economics ” we believe we have justitied 
it as strongly as anybody else. Prof. Karve says that in the foot-note on page 
2 we seem almost to apologise for its use. Most other people would say 
that the foot-note in question is, if anything, aggressive rather than apologetic 

Prof. Karve doubts the logical and utilitarian justification of our arrangement 
of the subject-matter. Now this is not such a vitally important matter as Prof. 
Karve imagines, because in our treatment of Indian Economics we have presupposed 
a knowledge of economic principles on the part of the student. Moreover the 
sequence of subjects as stated by us at the end of Chapter I sounds logical enough 
for all purposes. We have seen* the plan adopted some books at grouping the topics 
of Indian Economics under the headings of Production, Distribution, Exchange, ete., 
taken in the usual text-book order adopted in text-books. But in our 
judgment the result is not satisfactory from the point of view of the student. 
It does not prevent overlapping, nor does it avoid the discussion of comparatively 
diihcult subjects at an inconveniently early stage. In this matter we have preferred 
to follow more or less closely the order of treatment indicated in the B.A. Honours 
curnenlum of the Bombay Universitv. 

Another very sore point with Prof. Karve is our supposed lack of appreciation 
of the great services rendered by Banade to the country. This is again a pre- 
posterous charge for which there is absolutely no foundation. We yield to none 
in our admiration for Banade, and we think that, taken all in all, he still remains 
by far the greatest economist this country has producod. We have paid unstinted 
tribute to him for his valuable services to the country, particularly for his vigorous 
protest against the indiscriminate application of Western economic theory to 
Indian conditions. We have indeed remarked that contemplating Banade^s words 
at this distance of time he appears to have been “ partly responsible for giving 
currency to the notion that Western economic theory is utterly useless for inter- 
preting economic phenomena in India and indicating methods of economic pro- 
gress.” But we observe almost in the same breath that Ranade’s overstatement 
of his case was probably necessary “ for purposes of practical emphasis and 
effectiveness.” We go on to point out that his protest was much needed and 
abundantly justified in the circumstances of the time, and that ” in his generation 
he j)erformcd for his country the same kind of service that List did for Germany.” 
But the question is whether Banade ’s words continue to apply with the same force 
today as they did when they were uttered. We think they do not, and hence 
our remark— which has apparently annoyed Prof. Karve so much— that Banade 
” set the fashion in this matter which has continued much beyond its proper time.” 
It was an excellent fashion in its own day, but it has outlasted beyond its 
proper time. We fail to see how this observation is disrespectful to Banade. 
Prof. Karve seems to think Biat a fashion necessarily means an objectionable 
fdshion, and the mistake is probably due to the fact that such an implication is 
generally present when the word is used in Marathi. We may say, therefore, 
that the trouble has arisen in the present instance because Prof. Karve knows 
Marathi too well and docs not know English well enough. In a thundering 



REVIEWS OF BOOKS 


149 


sentence, which almost takes our breath away, he delivers himself as follows : 

When the land of Ricardo himself and the whole of the civilised world has 
discarded his lead and when active State interference, curtailment of individual 
liberty in the interest of social welfare, and insistence on improving the pro- 
ductivity of the nation — the cardinal' points in Ranade's presentment of the case 
for Indian Economics — are being preached and followed in every independent 
and progressive country, for our authors to blame Ranade for an error and 
overstatement and to aver, ‘ We believe the time has arrived when more is to 
be gained by stressing the points of similarity between Indian and European 
economic evolution than by harping ceaselessly and unprofitably on the points of 
difference, is rather touching We were not aware of the hidden tragic quality 
in the thoroughly harmless thing that we “ aver.” 3ut it is a comfort to think 
that if it has touched Prof. Karve, it has at least touched him into almost 
complete acquiescence with ourselves. Because in the very next sentence we find 
him saying that ” if today there appears to be less dissimilarity between the practi- 
cal policies followed in the Western countries and those desirable here, the reason 
is to be sought not in any error on Ranade’s part but in the changed and changing 
conditions in the West.” Precisely so. Conditions in the West have changed and 
are changing. That is also the case in India. Further, Political Economy has 
itself become more practical and less dogmatic than it used to be when Ranade 
wrote. For all those reasons Ranado’s words now require to be substantially 
qualified. Also, it has become more necessary than ever for students of Indian 
Economics to devote careful study to Western economic theory and practice. Too 
much insistence on the dissimilarity between Western and Indian conditions is 
apt to result in a neglect of such study with its attendant evils of superficial 
analysis and undue suspicion of modern methods of economic betterment and social 
progress. Our quarrel is not with Ranade, ” the father of Indian Economics,” 
but with those among his spiritual progeny who continue to repeat his phrases 
without considering whether they still apply in view of altered circumstances, 
and who sometimes use these phrases as substitutes for sound and painstaking 
economic analysis. 

Prof. Karve asserts that we have disposed of the question of ” State dctsus 
Individual Ownership of Land ” and the allied question whether Land Revenue is 
a tax or rent, by concluding ” straightaway ” that both these controversies are 
futile and practically unimportant. This is rather a cavalier handling of truth, 
the fact of the matter being that these questions have been discussed more fully 
and exhaustively in our book than in any other general treatise on Indian 
Economics with which we are acquainted. It is quite true, however, that as a 
result of this discussion we do come to the conclusion that these controversies are 
futile and practically unimportant. One or two of the many reasons we have 
advanced in support of this view have alone been referred to by Prof. Karve 
though he hints that our whole case rests on them. We have argued among 
other things that even supposing that the theory of State landlordism is accepted 
it does not follow that all complaints against the State on the ground of ex- 
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cessive assessment straightaway lose their rational justification. The State^ it 
must be remembered, is a moral entity and cannot take its stand merely on its 
legal rights as an individual landlord can. This is a different thing from saying 
that the Land Revenue in India has never been actually oppressive in its operation. 
For, although Government have generally talked on some universally acknowledged 
principle, they have sometimes acted on self-interest narrowly conceived. But the 
point is that Government cannot afford to take up the position, that since the 
State is the landlord, the question of the justice or injustice of any actual assessment 
cannot arise. Moreover, it can always be argued that the State no less than a 
private landlord can never hope to rear a durable structure of its own prosperity 
on the ruin of its tenants. Further, it seems quite legitimate to point out that 
in a country like India where three people out of every four are agriculturists, 
the State, if it represents anybody, represents the agriculturists, and therefore, 
it is difficult even to conceive of the interests of the State as separate from the 
intoresta of -the peasants. The whole drift of the argument is to show that the 
case for a moderate Land Revenue is not perceptibly weakened even if we admit 
(which we do not) that the State is the universal landlord. Prof. Karve’s com- 
ment on tins is that “ comment is needless ” and that whatever this is, it is not 
Indian Economics, and so on. If we are wrong, we are prepared to be led by 
Prof. Karve to more considerate and wiser conclusions, provided he leads us 
argumentatively and reasonably. Mere expletives and exclamations may servo 
to relieve his feelings but they do not help us in any way. 

True critical faculty is said to be compounded of sympathy and judgment. 
Prof, Karve, we fear, shows no trace of either the one or the other. He has 

written in a purely carping and fault-finding spirit. His sole idea has been to 

give us a thoroughly good trouncing, and as he himself tells us, he has confined 
himself only to “ the most glaring features ” (sic) of the book. The indiscriminate 
hitting in which he has indulged has not enabled him to light upon a single true 
defect. All the same we are not so vain as to imagine that the book is anything 
like faultless, and it is no mock spirit of humility that, towards the end of 
our Preface, we express the hope that the many imperfections of the book 

might impel others to try and do better. The task itself appears to us so easy that 
oven Prof. Karve may be able to accomplish it, provided he takes care not to 
allow the partisan in him utterly to wipe out the student. In the meanwhile, 
however, he seems to find his main delight in writing splenetic and rather 

spiteful reviews. 


G. B. Jathab. 
8. G. Bbbi. 
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tlHiNA^s 1KDU8TBIES AND FiNANOB by D. K* Ijieu. 286 pages. Published by the 
Chinese Bureau of Economic Information. Price not stated. 

China has recently figured much in the daily newspapers as the sceiie of most 
interesting and most important political revolution in Asia. Its iinporlance lies 
in the revolt of one-fourth of the human race against the tutelage which Europe 
had imposed upon it, and its interest lies in the methods by which this vast 
mass of heterogeneous humanity has achieved unity and independence in spite of 
tremendous obstacles. The importance of the event however does not end with 
the checkmate of Europe. It is much more. China is the greatest land mass and 
the greatest unit of population m the whole world. It is li times as great as the 
U.S.A. in area and 4 times as large in population. What lends point to these 
advantages is that they are coupled with large undeveloped industrial resources 
and a high degree of mental equipment, perfected by a development extending 
over thousands of years, able to put these resources to the best possible account. 
The economic possibilities of the Chinese revolution are infinite and arc bound 
m course of time to overshadow its purely political and military aspects. With 
uneven steps, China is slowly, but surely, effecting a transition from its medieval 
economy, based on the joint family, the guild, cottage industries and petit agricul- 
ture, to a modern economy based on the individual, the trade union, the factory 
and large scale organisation. With this industrial revolution, the economic as 
well as the political centre of gravity is steadily shifting from the Atlantic 
to the Pacific. Any book throwing light on this process of worldwide importance 
18 therefore welcome and should excite a lively interest in India whicli, besides 
being a close neighbour, is faced with exactly similar problems of industrial 
transition. 

The collection of articles on Chinese industry and finance by Mr. D. K. Lieu 
of the Chinese Government Bureau of Economic Information in the book under' 
review does throw this light. As the Chief of the Investigation Department of the 
Chinese Government Bureau of Economic Information and Technical Expert to 
the Financial Keadjustment Commission and the Chinese Delegation to the Special 
Customs Conference, as a former Professor of Economics of the Tsin Hua College 
and Contributing Editor of the Chinese Social and Political Science lleview, 
Mr. Lieu is emmently qualified to deal with the economic problems of his country. 
In handling them in the course of the book, Mr. Lieu shows wide knowledge, 
critical judgment and imaginative but correct interpretation. His difiBcullies 
are the same as those of the Indian economist trying to describe, explain and 
interpret Indian economic facts in the light of Western economic theory. Mr. Lieu 
overcomes these difficulties with a fair amount of success though not entirely, and 
if the success is not complete it is more due to the inherent difficulty of the 
task than to the defects of the author. The book is mainly descriptive and statistical 
and is somewhat disjointed in form as it consists of a series of articles written at 
different times on the Industrial Development of China, the Financial Organisation 
of China, the Industrial and Financial Statistics of China, the Likin System 
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and its Effects on Industries and Finance, International Administration and 
Financial Control of Chinese Bailways, the Cost of Production in the Chinese 
Iron and Steel Industry and the Development of the Chinese Silk Weaving Industry ; 
but it nevertheless contains an element of unity as all these subjects relate to 
Chinese industrial transition. In reading these articles full of varied and interesting 
information, one feels as if one is reading chapters from any orthodox book on 
Indian Economics, with this difference that the book under review is not a 
complete book on Chinese Economies. It omits consideration of Agriculture and 
allied subjects though it gives some agricultural information under the heading 
of Industrial and Financial Statistics. The chapter on the Banking Organisation of 
China called by the author the Financial Organisation of China is extremely 
interesting and contains information on indigenous banking which should prove 
useful to the Indian Banking Enquiry Committee. The element of trust is highly 
developed in China and ownership of capital does not necessarily carry with it 
control. Tins is exercised in certain financial institutions by managers who do 
not find any capital but are nevertheless shareholders in virtue of their labour. 
It IS interesting to know that there are banks without capital at Suiyuan and 
Ningpo which depend entirely on deposits carrying no interest. No money is 
used as all trading transactions are paid for and settled through them showing 
a high degree of public confidence and an advance on modern banking practice 
unefer which cheques may be cashed. The account of a Chinese co-operative credit 
is BO interesting that it deserves to be quoted in full. “ A group of farmers, 
small tradesmen or any kind of people, probably twenty or thirty, may como together 
and organize a society. Each pledges to pay a share or half a share, which may 
be as small a sum as 100 coppers, once a month or two months. One of the group, 
usually the promoter of the society, serves as the chairman, and the monthly or 
bi-monthly meetings are held at his house. A dinner is served to those who attend 
the meeting, at the expense of the chairman, who in turn is entitled to the privi- 
lege of making use of the fund collected at the first meeting. Thereafter the fund 
at any subsequent meeting goes to tho highest bidder, that is, the man offering the 
highest interest or to the lucky man who has the largest number of points at a 
throw of six dice. It is difficult to improve upon the machinery for securing the 
interest and attendance of shareholders. 

Though some of the problems, for instance the international control of Chinese 
railways, are peculiar to China, yet many of them bear a close and inevitable 
resemblance to those of India since it, like China, maintains a dense population on 
a primitive economy; but while India has removed some obstacles to her economic 
development, China has still to remove them. The Likin System corresponding to 
our old system of internal transit duties still afiflictB the latter and the absence of 
railway transport in many parts still hampers its full industrial development. One 
feels tempted to enter into a detailed comparison between the methods of business 
organisation, sizes of agricultural holdings and standards of living prevailing in 
tho two neighbouring countries, but it would be beyond the scope of this review, 
and the task may be left to the curious reader. On the whole, the author has 
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InAnaged to convey a lucid and interesting picture of the industrial condition of 
China at the present day and those Indian economists who wish to make a com- 
parative study of the economic condition of the two countries and those genera) 
readers who are interested in restoring the ancient culture and economic relations 
between them will be amply rewarded by a perusal of Mr. Lieu’s interesting and 
informative book. 


H. E. Bathbja. 


Labour Management by Gordon S. Yv’atkins, Ph.D., Professor of Economics, Uni- 
versity of California. A. W. Shaw Company, New York. Pp. 726. 

In those days of severe Labour trouble in the country, any light that can be 
thrown upon the problems of Labour must bo welcome to diose whose business it 
is to deal with Labour. We have gone through Dr. Gordon Watkins’ book with 
great care, and can unhesitatingly state that it is a work of great value. It should 
be read and studied not only by the academician interested in Labour questions, 
but should be particularly studied by Managers of industries, mills and mines, 
railway and dockyard controllers of labour, welfare workers and social service 
organisers. Wc are confident that a careful study of this work — for it is no matter 
of light reading — ^will prove of much help to the men who are face to face with the 
live and momentous issues of Labour control. 

The major purpose of the book is to analyse the problem of human relations 
in industry and to present those principles and methods of procedure which intelli- 
gent understanding and practical experience have proved essential to the successful 
management of employees. It recognises the growing interdependence of industries 
and the increasing complexity of modern economic organisation which makes 
the whole life of the community sensitive to a high degree to disturbances in 
industrial relations. The author holds that no single key would unlock the door 
through which the solution of these perplexing problems of employment relatione 
is destined to come. There is no panacea. If there be any hope, he believes it 
would come through three fundamental conditions ; (1) an intelligent understand- 

ing and scientific interpretation of the forces of evolution which have produced modem 
industrialism, (2) a scientific investigation of employment conditions which appear 
to be the basic cause of working-class revolt, and (3) the application of workable 
methods of improving employment relations. He feels that this scientific attitude 
of mind is being applied u^ore and more to these problems, and therefore on the 
whole he is optimistic, despite signs to the contrary that show up forcefully both 
from the side of the employers and probably more forcefully from the side of the 
workers. 

He holds, and rightly holds, that the management of industa^ is not only the 
management of things, but is fundamentally management of persons as well. In- 
deed the management of human forces in industry is attended with greater difficult 
F CO 
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ties than is the management of mechanical factors. The most" perplexing problem^ 
of industry and business revolve about the human equation. The human factor 
is not a passive, inanimate object, as are machines and materials, but is an animate, 
active agent capable of co-operation and non-co-operation. The problem thus essen- 
tially resolves itself into obtaining that mutual understanding and cordial co-opera- 
tion between owners and workers on which alone can the present form of society 
hope to endure with success. Dr. Watkins* investigation into American industrial 
problems leads him to admit the iiossibility of improving employment relations under 
the present industrial system, with all its obvious deficiencies, and accepts the con- 
clusion that employers and employees have fundamental interest in common which 
may be harmonized by the application of intelligent methods. Paternalism 
may endure for a time, but with the growth of education, enlighten- 
ment and the democratic sense, its ultimate failure is inevitable. What is required 
is growing co-operation between Management and workers on self-respecting basis. 
For, after all industry is not an end in itself but is rather a means to an end, an 
end which is dominantly social. Says Dr. Watkins, “ The social objective is 
service to the whole community in the enrichment of human life and experiences 
and in the satisfaction of ever-expanding wants and desires. Industry is a vehicle 
of social progress. There is no legitimate excuse for the subordination of our 
economic organisation to the purposes of a privileged few ; the objectives of con- 
structive social advancement require that industry shall become the instrumentality 
for the benediction of all. The functions of industry are social, not individual, 
and it is a primary responsibility of personal management to accentuate the social 
character of these functions.” To those whose beliefs are grounded in the tradi- 
tional conceptions of the individualism of the eighteenth and nineteenth centuries in 
regard to industry and business it will be hard to accept Dr. Watkins’ conceptions 
of the economic organisation of society. But the contention of his exhaustive 
labour in this book is to show that while our society is essentially acquisitive in 
its make-up, and that profits will remain the dominant motive of economic endea- 
vour, there is no fundamental conflict between this and the view that industry is 
the hand-maid of society in general. He has divided his book into eight parts. 
Parts I and VIII deal with Introduction and Conclusion. Part II is Historical. 
Part III treats of the Psychological Aspects of the Problem. ” Wage-earning men 
and women,” says the learned doctor, ” and those who perform managerial func- 
tions do not check this psychical baggage at the entrance to the workshop. The 
place of work does not offer them an escape from the psycho-physical traits which 
play so large a part in the determination of what sociaf psychologists are wont to 
call ‘ behaviour pattern.’ ” Those who have grasped this simple but significant 
truth would be the best fitted to deal with the problems of Labour arising in 
Industry. This part of the book is its vital part and is full of most interesting and 
instructive observations and suggestions. It should bo studied with care. It exa- 
.mines and analyses human nature into its essential trails and behaviours, and 
tries to show how these can be best harnessed into the service of the economic 
Jiff* of fbo f'ommunity. It pIpo makes plain the dangers that must follow any 
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treatment that goes contrary to these fundamenttil traits inherent in the hnman 
make-up. The point, of course, is, whether the analysis given is correct, and 
whether the strength attached to each trait or impulse is accurate. Further studies 
are needed on this subject before positive deductions can be made with entire 
satisfaction. 

Part IV deals with the Structure and Functions of Personal Organization. In 
the development of his theme amongst other things. Dr. Watkins makes out a 
**very strong case for the appointment of a highly qualified officer who should be 
given the status of other high grade officers in the establishment, whose primary 
function would be the supervision of policies governing industrial relations, and to 
advise and interpret the larger implications of the labour movement, the ideas and 
the point of view of the workers and general development, national and inter- 
national, in the field of industrial management. 

Part V deals with the Problems and Methods of Recruitment, Selection and 
Placement. Here the author touches a weak spot of the industrial structure. We 
can say that as far as industrialists in India are concerned, they would learn 
much from this section of the book. The vital importance of the proper recniit- 
ment, the right placement and just advancement involving correct job analysis and 
job specification and honest dealing is apparent to any who has the slightest 
knowledge of industrial affairs, and yet we know what little care is given to this 
aspect of the question here in India. 

Part VI deals with Problems and Methods of Maintenance. It would suffice 
to bring out the significance of this section of the book if we were to give the 
bare headings of the various chapters that comprise this section : Labour Turnover; 
Absenteeism, Tardiness and Discipline; Creating Interest in the Job and the Enter- 
prise; Transfer, Promotion and Discharge; Wage Systems and Financial In- 
centives ; The Workers’ Participation in Industrial Ownership ; The Education 
and Training of Employees; Education and Training of Executives; The Plant 
Magazine ; Safeguarding the Workers’ Health ; Industrial Accidents and their 
Prevention; Hours of Labour in relation to Health and Output; The Physical 
Environment of Work; Company Housing and Community Improvemenf; Regu- 
larizing Employment; Miscellaneous Personnel Services. 

Part VII deals with Industrial Government. “ In the last analysis,” says 
Dr. Watkins, ” perhaps workers’ representation in the councils of industry is no- 
thing more nor lest than an equitable fulfilment of moral responsibility.” With 
this in his mind, he discusses the various plans and methods by which this ideal 
can be progressively realized. He is no believer in over-night schemes of self- 
determination in industry, but believes in a gradual and enlightened process of evolu- 
tion. 

In conclusion one can only reiterate that this book — a really exhaustive work- 
written by a master of his subject should be read by managers and controllers of 
labour in India and even by Trade Unionists. 

Of course, it relates the problems of American industry, but nevertheless it 
is full of valuable suggestions for our purposes. Comparative studies are never 
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unfruitful. In fact our complaint is that we wish more frequent and constant 
reference bad been made to the conditions prevailing in other countries. seek 
for this in vain in this work, except for limited references. 

We also feel that in certain respects much unnecessary details of plans ^ and 
methods have been given. It has rather overloaded the book and makes for tedious 
reading. Yet we can see the usefulness of such a procedure from a practical point 
of view. 

Finally we cannot help wishing that the book had dealt more critically an(i^ 
thoroughly with the Trade Unionists* and Communists’ contentions. We feel 
the lack of adequate treatment of this side of the question. It may be that in 
American industry the problems arising from these quarters are not so acute and 
hence the limited discussion that was given to this side of the question. It 
may also be that tlio book docs not deal with the Labour Movement, but only with 
the question of Labour Management and hence it was not thought worthwhile to 
devote more space than was given in l^art VII, to the Trade Unionist, Socialist 
and Communist sides. 

S. K. Rudra. 

A Rurvky of Socialism : Analytical, Historical and Critical by F. J. C. 

Hearnshaw, M.A., LL.D., University of London. Macmillan & Co., London. 

Pp. 473. Price 16s. 

The name of Prof. Hearnshaw is not unfamiliar to students of Economics. 
To those who are particularly interested in the problems of Labour and Social 
theories his writings have proved of great light and guidance. His present book 
is no exception to this, indeed it may safely be said that no student of the subject 
can without damage to his own reputation neglect to read and study it. The book 
is the outcome of a close study of the problem for over forty years by a great 
scholar who has spared himself no pains and exertions to make the fullest study 
of the subject. We may not accept all the conclusions at which Prof. Hearnshaw 
himselF arrives, or even agree altogether with the method he has adopted, yet all 
will respect his views and many will adopt them as their own. The conclusion 
to which he arrives may be briefly stated in his own words : “I frankly at 
once confess that the effect of my forty or so years of study, f>bservation and re- 
flection has been radically to alter my views of socialism. While still alive to 
the good work which it has done in calling attention to grave industrial evils, and 
in rousing the communal conscience by passionate appeals for their removal, I 
have reluctantly but decidedly been compelled to come to the conclusion that its 
diagnosis of the diseases of the body ix)litic is so entirely wrong, and the 
remedies which it proposes so dangerously pernicious, that it is necessary to 
denounce it as a public peril.” 

The book has been divided into three parts, apart from the Preface and the 
Introduction. Part I is Analytical, and contains three chapters entitled Whal 
Is Socialism; The Six Essentials of Socialism; What Socialism Is Not. Part 11 
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Historical and contains five chapters entitled Ancient and Medissval €om* 
^munijim; Early Modem Comxnunisni ; The Genesis of Modern Socialism; Marxian 
Socialism and Modifications ol Marxism. Fart III is critical and contains two 
Chitpters and Conchision.’ The two chapters are entitled Merits of Socialism and 
Delects of Socialism. There is an Index and a Book List. The Book List is 
very complete indeed and is of great value. 

In the Analytical part a research is made into the first use of the word 
'* Socialism.” It is found to be a purely nineteenth century coinage and first 
employed by the members of the London Co-operative Society, founded in 1824, 
and recorded m its journal The Co operative Magazine for November, 1827. 

The vagueness of the meaning of the term Socialism is then driven home into 
the reader’s mind. ” The vagueness, elusiveness and protean changcfulnoss of the 
term ‘ Socialism ’ is the first characteristic which strikes any impartial student 
who attempts an examination of the subject,” writes Dr. Hearnshaw. Prof. Eam- 
- say Muir writes : ‘‘ Socialism is a chameleon -like creed. It changes its colour 

according to its environment. For the street-corner and the clul) room it wcai*S ’ 
the fiaming scarlet of class-war; for the intellectuals its red is shot with tawny; 
for the sentimentalists it becomes a delicate rose-pink, and in clerical circles^ ft 
’ assumes a virgin-white, just touched with a faint flush of generous aspiration.^ 
He quotes the fact that in 1892 Le Figaro^ the well-known Farsian journal, in 
inviting a discussion on this very point obtained 600 separate definitions of socialism. 
And in England in 1924 when the Socialist Government was in office, a book written 
by Mr. Dan Griffiths, entitled ” What Is Socialism ” supplied the reader with 
263 varieties of the species. 

While we feel that Prof. Hcarnshaw’s criticism of tins matter is justified 
since it makes criticism of Socialism a difficult if not a hojiclcss task, we feel 
that just because a great social force cannot be fitted into a precise and clear-cut 
definition it therefore should not stand self-condemned. If we followed this 
criterion we would have to banish from the records of history many of the grefrt 
movements of human emancipation which have made for progress, enlightenment and 
civilization. 

Besides, the learned professor himself distinguishes six essential principles 
which he sets forth as the attributes of Socialism. It is characteristic common 
features like these that can be traced in the writings of most Socialist thinkers 
that give the importance to Socialism, and demand a study at the hands of ,aP 
serious students of human affairs. 

The six essentials which according to Prof. Hearnshaw distinguish Socialism 
are : 

I. Exaltation of the Community above the Individual. 

, II. Equalization of Human Conditions. 

HI. Elimination of the Capitalist. 

IV. Expropriation of the Landlord. 

V. Extinction of Private Enterprise. 

VI, Eradication of Competition. 
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And lie classifies them into three ^oups of two each; The first two m^their pure, 
forip. have much -about them that is commendable and attractive. The last two^ 
ere economic follies that attract the mad. And he deems that the middle two are 
ethical iniquities which allure the criminal. ^ 

The author holds that the beauty and the power of inspiration that existe in 
Socialism is traceable to its first two principles set forth above. He says : There ^ 
can be no doubt that Socialism’s exaltation of the community above the individual ; 
its apparent advocacy of altruism as against egoism ; its insistence upon the 
Solidarity of the human race ; its emphasis upon the interdependence of men ; 
its proclamation of the truth that among mortals all action has social resultSf 
and that all results have social causes; its reiteration of the fact that we are 
all members one of another ; its representation in an impressive form of the 
organic conception of the State ; its appeal to the conscious brotherhood of man — • 
there can be no doubt, I say, that these asi>ects of Socialism, and particularly 
of the purer and older forms of Socialism, have powerfully appealed to fine 'and 
idealistic minds, and have won to the Socialist cause many noble men and women 
who have failed to perceive the baser materialism and immoral elements which 
accompany them.” 

But Prof. Hearnshaw holds, and who can seriously dispute the point with him,^*^ 
that prosent-day Socialism has lost much of this splendid altruistic conception of^thdS* 
brotherhood of man, and hae now, especially since the days of Karl Marx, de- 
generated into a deadly and bitter class struggle. And yet it must be admitted thai 
some of the best men and women in the ranks of the Socialist have clearly st^ated 
that it is the capitalist system which they are out to destroy and not capitalists 
themselves. - ^ 

Again an important point is conceded by the wTiter when he says : ** On 
economic and political grounds, as well as on moral and social grounds, it ift to 
be wished, on the one hand, that there should not be great and glaring inequalities 
of wealth; and, on the other hand, that absolutely, and not merely relatively, 
the condition of the immense majority of the human race should be raised. The 
Socialists seem to hold a strong ethical position when they proclaim the doctrine 
of equalization of human conditions.” We do not think it is possible to deny 
the immeasurable service that Socialism has rendered to humanity at large 
criticizing this aspect of capitalistic society. Who can measure the suffering, the"; 
acute distress and anguish which millions of men and women have suffered and 
are still enduring, because of the grave inequalities in the distribution of wealth 
and all that this implies in a world constituted and dominated in the main by 
economic considerations. Socialism has been one of the most potent influences . 
which has lashed the dulled conscience of Society into passing legislative measures 
for the amelioration and protection of the large masses of the depressed apd ’ 
unfortunate sections of the community. 

But the truth and even the force of the observation made by the author mast 
be largely admitted, viz.—** But just as operative socialism means, not humani- 
tarian reform, but proletarian revolution, so in practice the equalization of human 
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con(liho^denote6» UcA mu<3i tke elevation of the lowet as the humiliation ot 
the lugheiji not so much the enrichment of the poor as the iinpoverishmenli of^fhe 
rich^ not so much the general increase of wealth as the increase of confisc&tory 

taxation, not so much the salvation of the lost as the damnation of all who are 

>1*. 

not^dost ” 

* “With reference to some of the other distmgmshmg marks of Socialism the 
author says about Marx “ He translated community, into * class,’ and ‘ solidarity ’ 
^mto ‘ j^oletarian ascendancy ; he transmuted * co operation * into ‘ conflict ’ , he 
transformed real to enrich the poor into a consuming lust to despoil the rich He 
converted love into hate, peace into wai , the enthusiasm of humanity into a 
passion of destructivo rage Above all, he rejected with disdain the fine but 
ineffective motive power of his Christian and Utopian forerunners, 1112; , altruism 
with its connotation of service, sacrifice, self abnegation and surrender, and he 
substituted for it the potent but baser motive power of primitive mduidualisni, mz , 
acqUtsiHveness, with its implications of struggle, conquest, spoliation, dictatorship 
It was Marx who above all other men corrupted Socialism and turned it into the 
evil thing that it is now ^ 

As to the matter of the eradication of competition, Prof Hearnshaw writes 
** Now there is something extremely attractive to the normally lazy and incompetent 
ihdividual m being freed from inconvenient rivalry of his more energetic and 
capable fellows, in being allowed to become a sleeping partner with the efficient, 
and m being assured of a share in the prizes of life without the trouble of contend 
mg for them Wherever Socialist experiments have been tried, the absence 

of competition lias led to slackness, an apathy, an mdiflerence, an indolence, that 
haf} fatally lowered the standard of productiveness, reduced output and plunged 
the whole community into destitution ’ Here certainly, is one of the greatest, 
it not the most serious obstacles that confronts Socialism and more particularly 
Communism Indeed no system of souely, however we may name it, can dare to 
f ^floijinsh if the citizens composing it, for whatever reasons, slacken their efforts m 
the domain of production and recreation, unless, of course, primitive standards 
of living are accepted for universal adoption 

A very interesting and instructive analysis is given of comparison and contrast 
between Socialism and Communism Space unfortunately will not permit us to 
notice any further these and other points The reader must refer to the book 
itself for a detailed study of the matter 

1 The Historical part, which forms the larger portion of the book, is full of 
Scholarly research and detailed study It throws much light on many of the dark 
pkeies in history A reading of this portion of the book is full of fruitful results 
Bight through these are trite and shrewd observations and remarks and much 
Ary humour, full of suggestion and provocative of thought The writings and 
teachings of thinkers and philosophers, Utopians and Socialists of various orders 
are clearly given, ably analysed and aptly summarized We get a very thorough 
sthcly of the growth of Socialist thought and schemes from Barbarians, Plato, 
Moses, Mediir^al Fathers nnd monks, Utopian writers hko Sir Thomas Mor6» 
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lldaBae^l*‘8aui^%imon and Louis Blanc 9 'iB^anoOi %bi4oi BofiMt Owen an'd'the 
^riltuttb Scxijalists in England, Hegel, Kodbertus, Lassalle m Germany 't(y* Karl 
jfi$rx, who as it were brings all these diversities of thought and practice into 
the rigid tenets of his conception of Socialism, which he proudly calls Sciei^tihp 
Qo^alism And then beyond that we are taken through a study of Syndical^« 
f^uild Socialism to the consideration of Leninism The survey is complete and 
iKna^terful ^ 


The national characteristics of the various schools of thought are Mi^ 
summed up thus ‘ We have now observed the rise in France, Englax^j^d* 
Germany respectively, of the three mam streams of influence which, when ur^i^ 
ifld combined, constituted Modern Socialism Summarising our observations broafdly«j 
^ we may say that P'rance contributed the sociological element , England the econd^c 
\Teriiiany the political The P’rench thinkers, under the inspiration of Itou^eaHi 
stressed the exaltation of the community over the individual, and urged 4he 
equalization of human conditions, the Plnglish thinkers, mismterpyeters of LockiO 
^and Adam Smith, propounded the labour theory of value^ and placed the elimina- 
tion of the capitalist and the expropriation of the landlord m the forefront ^ 
their programme, the German thinkers, deriving their Casal philosophy from Heg^l 
* and consequently sharing his profound faith in the State were primarily coUecUviBfS 
eager for the extinction of private enterprise and the eradication of competition.** 
We cannot help making the remark that while Prof Hearnshaw tries to be 
ifcrupuloubly fair, yet the strength of his convictions agamst Modern Socialism is 
so powerful that we feel that in several plates he is less than just, or at Itny 
rate he is ruthlebs m his condenmatioDs, especially of Marx For example, what 
could be more severe or more scathing than this passage It is difficult to avoid 
the conclusion that he knew the fallacy and even the alisurdity of the econpinio 
theories which he propounded m his leading 'storks, and that he delibdtiafely 
involved them in such a maze of ambiguous verbiage that it is impossible w 
to unravel them Be this as it may. Ins disingeniouBness, his prejudice, bid one 
sidedness, his evil temper coupled with his pedantry, his obscurity, his abstracted- 
ness, his failure to face facts, his lack of touch with reality — ^Ihese things deprive 
his writings of all scientific value, and leave them as monuments of wasted energies 
and prostituted abilities " 

But for all this we consider this book by the learned Professor a Weighty 
and a powerful addition to the literature on Socialism It is a strong correciHr#*' 
that 18 needed by most people who think along popular lines of Socialism ^ad 
^mmunism, especially in India at the present time 
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LANfi-EENT AND LAND-TAX 

A g:oo(l sysieni of Iniiil revenue, particularly in the E iyotwari 
ProvinceH, /Tnu*st stand the test of conect economic theory in 
relation to vahie, rent and taxation, and it will he useful to 
examine the facts and the principles biou^dit oui l>> th.^ Birdoli 
report, from this scientific point of view. Mr. Anderson^ has 
^presented his case with ^reat ability, having brought to hear xiyow 
the work his unrivalled knowledge of the Bombay land revenue 
system and his vast experience of revenue settlements; and his 
book is enlivened with mordant wit and deadly sarca^sm. Bui 
unfortunately his facts and his interpretation of them, have been 
rejected by competent, independent judges, and it will now l>e 
seen that his whole theoi'etical background is ill-conceived and 
ilUsuit^d and that therefore, the entire picture is utterly distorted. 


1 ** Fa<ts ai5d Fallacies about the Bombay Land Bevenne System,” 



162 


V. G, KALE 


In the preface to his book, Mr. Anderson says: — “The point 
urged that the whole facts are not available, is of course not true. 
All the relevant facts are fully available for those who will trouble 
to study them. But there are a great many futile and irrelevant 
enquiries which have never l>een made and ought not to be made. 
The salient feature of this Presidency is that there are far too 
many people on the land (not working on it, but idling) and far 
too few in industries. Rvery step taken to reduce further the 
burden of the land tax must make conditions worse and worse, 
till a fearful disaster ensues. It is rent and land revenue alone 
that can save.” The recent implicit admission of the (Govern- 
ment of Bombay in the local legislaiure relating to the inadequacy 
of the facts in revenue matters as they are now available and their 
announcement about the provision they propose to make to collect 
more facts, to ai range them systemiatically and to maintain them 
up-to-date, is an interesting commentary on the opinion expressed 
by Mr. Anderson, but he will obviously reply that in this, as in 
other cases, “ they have been guilty of unsound thinking.” We 
have, however, to see here whether his theoretical discmssion is 
sound. 

It has been already indicated that Mr. Anderson is a thorough- 
going believer in Ricardo’s doctrine of rent. Now, it is well- 
known that very few economists hold by the theory of land rent 
as it w^as conceived by Ricardo; a large number acce])t it in a 
modified form and within severely narrow limits and several dis- 
card it altogether, all the while paying due tribute to its great 
author for the ingenuity and the scientific usefulness of h’s contri- 
bution to economic thought. Ricardo’s theory of value has l>een 
almost universally discarded, and his theory of rent, which was 
indispensable to complete and to justify it, has gone by the board. 
Mir. Anderson thinks it superfluous to discuss the law of rent 
because he believes that Ricardo has proved it to the hilt,” and 
approvingly quotes Henry George thus: — “Thus rent, or land 
value, does not arise from the productiveness or utility of land. 
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No matter what are its capabilities, land can yield no rent and 
have no value unless some one is willing to give labour or the 
results of laboui* for the privilege of using it, and what every one 
will thus give depends not upon the (absolute) capacity of the 
land but u])on its (relative) capacity as compared with that of 
land that can be had for nothing.” Then follows Mr. Anderson’s 
commentary : — ” Rent is that part of the yield or ‘ income ’ from 
land which is not earned, NOT JlARNEl) either by the cultivator 
or the landowner, if there be one,. . . . Therefore it is rightly 
termed the ‘ unearned inci'ement ’ (1 prefer ‘ unearned income ’), 
ill other woixls, it is picked up like treasure trove, and every 
aiguu'ent thai starts M’ith the idea that the rayat earns his Lind 
revenue and then has to hand it over to Ooveinnient or a landlord 
starts falsely and ends worse.” 

It is not ne(*essary here to truce the history of the development 
of the theoiT of rent from the time of the Physiocrats down to 
the ])resent day, and it will suffice to vsay that while almost eveiy- 
thing else in it has been rejected, the dift'erential element in 
Ricardo’s theory of land rent has been accepted by the majority 
of economists, and it has been extended and generalized. The 
most sympathetic writers, who are prejiared to allow that Ricardo’s 
theory was iierhaps justifiable in the economic and social condi- 
tions that sniTounded him and under the assumptions he made, 
categorically deny its validity as a general explanation of rent 
from land. As IVof. Buchanan^ points out, Ricardo was ‘‘ a 
remarkably able businessman who dealt with concrete national 
problems in a highly abstract manner,” and the essence of his 
rent theory can be appreciated only if his hypotheses are clearly 
understood. Ricardo’s theory of land rent was only a scaffolding 
for his labour or cost-of-production theoiy of value, and very 
naturally the former collapses when the latter falls. At the end 
of a sympathetic analysis of Ricardo Ls system of thought, Alfred 

2 In his article “The Historical Approach to Rent and Price Theory” in 
Economica for June, 1929. 
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Amoii is thus driven to the conclusion: 8o not one stone of the 
superstructure of his economic thought remains on another/’^ 
The idea that rent is a surplus which represents the excess of the 
market })rice over different individual costs of production, has 
received general acceptance, but such a surplus does not, by any 
iiuaiis, give an adcciuateexplanation of the essence of the pay- 
ment or income received by the landlord. Differential gain is not 
confined to ihe agricultural industry, and an element of rent can 
be traced in other incomes. This explanation has been developed 
in an interesting manner, among others, by Marshall. Why d()(N4 
laud yield rent? Is it on account of its varied fertility or its 
scarcity or its niggardliness or the monopolistic ch racter of its 
ownership y Any one of these explanations would, at best, be 
a half-truth, xVnd liicaido’s theory may be regarded as su(‘h. 
The notion that land r(*nt is an unearned income, originates even 
to-day in an unconscious and ling(u*ing belief in the labour theory 
of value. Kent is, again, said to be a social product, but which 
income is not a social product? Both wages and interest are 
.social in this sense and value itself is, in Economics, a social 
concej)t and a social phenomenon. Since there is, however, little 
difference of opinion among present-day economists as regards 
the differential element in land rent, tin' point mud not be labour- 
ed here and we shall content ourselves with summing uj) the argu- 
ment in the words of Prof. Rist: — Kent, whatever form it takes, 
is not an anomaly, but a perfectly normal consequence of the 
general laws of value. Whenever any commodity, from, whatever 
cause, acquires scarcity v«alue — its pri(*,e exceeds its co.si of pro- 
duction, there results a rent for the seller of that product. Such 
is the general formula., and therein we havc» a 1 mv that is quite 
independent of the law of diminishing returns and of the unequal 
d'c'rtility of the land.”^ Sctarcity ’’ is here to be understood in 
its technical economic sense. 

3 “ Kicardo alfi Be^jrunder dor tlieoreiischcn NalioDalokoiionne.” 

4Gidt; and Kist : “History of Efonoinic Tliouirbt.” 
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The Htateuieiit that rent i« not an element in the co«t ot' 
l^roduction, which is true only when applied to the differential 
gains ol intm-marginal producers, bat can not be legitimately 
used with regard to all land rent as such, has caused a good deal 
of misunderstanding and confusion and is largely responsible for 
ihe conclusion that rent from land is an ‘ unearned income/ An 
essential condition of the Ricardian theoiy is the existence of no- 
rent land. Land on the margin, where the price of the agricultural 
l)roduct is determined, has no supply price, and capital and laboui* 
shift from fanning to manufactures and vice versa in order to 
secure maximum returns. According to Eicado, there is only one 
margin for land, the non-economic margin, where land emerges 
from or la]>ses to nature, as labour and capital shift one way or 
the other, land itself having no alternative use and therefore 
earning no payment on the nuirgin. In the article referred to 
above, Prof. Huehanaii exjdains how the conclusion of Ricardo 
that rent does not enter into the cost of production and the ex- 
ceptions to this law% recognized by Adam Smith and Mill, pro(*eed 
from two different sets of hypotheses. We shall quote from the 
article to clear up the position: — “ The hypotheses of the Riciir- 
dian treatment were natural to the practical proble in with which 
they dealt. They considered only rural rent and reduced all kinds 
of raw produce to one. They therefore supposed that land had 
only one use and that rent payment was not necessary to secure 
its contribution to the f)rodu<*t. Th"se hypotheses are essentially 
the same as those taken bv the Physiocrats and by Smith when 
dealing with rent and the produce of land.” In all three cases 
the hypothewses depended upon the fact that the writers were in- 
terested 3 primarily not in a theory of exchange for particular commo- 
dities, but in the incomes of the various classes.” J. S. Mill found 
it necessary, in certain cases, to abandon the Ricardian position, 
to make rent an expense of production and to recognize that there 
is a competing use for the land and that because it is valuable 
for one use that rental becomes a necejsaary expense for whatever 
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commodity it fuiiiislies.”'S Jevoiia went a step furtlier, and 
“ while Kicardo spoke of the shifting of labour and capital between 
raw ])rodiice and manufactures, tlevons adds the shifting ol land 
between different kinds of produce, and insists that this is the 
rule. Ke is concerned not with the sui)ply of “ raw produce,” 
but of potatoes, clover and turnips. And he takes for granted 
what the Iticardiaiis did not, that the land has a competing use.’’^ 
devons thus exposed a sei ioiis eiTor in the thought of the wrong- 
headed man and his “ wrong-headed admirer. 

Marshall made a notable contribution to the formulation of 
the modern theory, the theory of equilibrium of price and the 
competing factors of piodiiction, land included, at their margins 
of maximum utilizafion. Wliile insisting on the fine distinction 
between return to land and to the other factors of production, 
he says: — “ It is true that land is but a particular form of capital 
from the point of view of the individual manufacturer or culti- 
vator. And land shares the influences of the laws of dencnid and 
substitution .... because the existing stock of it like the (exist- 
ing stock of capital or of labour of any kind, tends to be shifted 
from one use to another till nothing ccnild be gidiied for ])rodu- 
tion by any other shifting .... the income that is derived from 
a factory, a warehouse or a plough (allowance being made foi* 
wear and tear, &o.) is governed in the same way as is the income 
from land. In each case the income tends to ecjiial the value of 
the marginal net product of the agent : in each case tliis is govern- 
ed for the time by the total stock of the agent and the iiccmI that 
other agents have of its aid,'’ Tn view of the enunciation of this 
doctrine, Edgew'orfh thinks : — After this explicit explanation it 
becomes a mere question of words whether we ought to retain 
the old formula ‘ Kent does not enter into the cost of produc- 


5 Buchanan’s Article in “ Economicja.” 

6 Buchanan. 

7 “ Theory of Political Economy,” by Jevons. 
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tion/^ Professor Marshall retains it.® On account of the mis- 
apprehension which the time-honoured phrase caused, Marshall 
himself concluded: “ it seems best therefore to avoid the phrase/* 
Prof. Buchanan is not, however, satisfied with this incomplete 
or half-hearted exposition of the new theory, and contends that 
in spite of MarshnlPs recognition of the ‘ product-changing ’ 
margin in stating, for instance, that “ each crop strives against 
others for the possession of the lend, and if any one crop shows 
signs of being more r('inunerati\ e thi^n before relatively to others, 
the cultivators will devote more of their land and resources to it,’* 
he (Marshall) tails to state that “ the whole produce from these 
places is marginal because of the shifting of the land.” Marshall 
ignored the land-changing margin, and failed to show the whole 
machinery by which e(|uilibrium is maintained. 

A critic of the Ricardian doctrine puts it pithily when he 
compbi|ins that in it ” by a sort of theoretical magic the entire 
prosperity of society is made dependent on land margins, instead 
of the general, mutually interdependent and shifting use-margins 
of labour, land, capital and enterprise, covering the entire 
economic field. He goes on to explain that there are margins 
of utilization in all })arts of the economic field and every factor 
of production has its margin of utilization, and adds: — ‘‘The 
economic margin is a balance or a soH of equilibrium, although it 
may be a moving equilibrium,. It is a place where applications 
of the requisites of production realize proportional returns under 
a system of competition, there being no surplus if all of the factor; 
are on this margin.” The difference between the old and the new 
theory is succinctly brought by Philippovich^® in the following 
sentences: — “ The new theory of land rent is distinguished from 
the old in this that the latter proceeded entirely from the pheno- 
m^enon of a differential rent and did not regard rent as a price 


8 “ Papers Relatinfr to Political Economy,” Vols. I and ITT. 

9 Richard T, Ely : ” Costs and Income of Land Utilization,” 
to “ (trundriss der Politischen Oekonomie,” Vol. T. 
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inasmuch as it considered rent as an effect of price. The new 
theory, on the other hand, explains land rent as well by the 
g:eneral law of price and believes that once rent makes its appear- 
ance, it enters into price, that differential rent is a phenomenon 
which is found likewise in connection with interest, wag^es and 
profit and there is, therefore nothin e* in it which is special to land 
rent.” CasseP and Alfred Animon^^ rest their tJieory of rent upon 
a similar foimdation, whi<‘h is relative scarcity. The latter 
observes: — “The value of no commodity would in reality, be 
determined by its own scaicity — that can well not be beCiiuse 
value indicates a relation — but the value of each commodity would 
be determined e(|ually by the .scarcity of other commodities.” 
Criticising* Ricardo’s explanation regarding the emergence of rent 
on land of the second quality as soon as land of the next (juality 
is brought under cultivation, he remarks: — “ No! A rent emerges 
on land of the second quality the moment the demand for land 
of such a quality excee<ls the su|t])ly of it, e(|ually, whether land 
of the third quality is taken up for culiivation or not.” 

A slightly different but essentially similar explanation of land 
rent is given by thinkers who call rent an income from property. 
Incomes are divided into labour incoimvs and i)roperty imomes, 
the latter being subdivided into ground-rent and capital rent. 
These are designated pro]>erty rents to distinguish them from 
differential rents. If is not the differences in production costs 
which give rise to rent but the limited siip])ly of available land 
as also the fact that land is private pi’0])erty. Thus we come to 
the idea of an ‘ absolute ’ land rent whieh is the price that has to 
be paid for the use of a productive good. Some economists, 
further, are inclined to regard land as a kind of capital and deal 
with land rent se])a.rately only on account of the circumstance 
that the supply of land can not be easily increased whih' that of 

11 “ Tliporetische Rozialokonomie.” 

12 “ Picnrdo als Begnimlor der thporetiwben Nationolokonomie.” 

IvMVolfgang TTclIpr : “ Tkeorplische Volks wirtwbaftfllelire,” 
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capital goo(l8 is capable of increase without equal trouble. 
Socialists have seized the Bicardian doctrine and developed it into 
a monopoly and exploitation theory. Then again, it is impossible 
to separate Bicaido’s ‘ original and indestructible powers of the 
soil ’ from what has been added to it by human labour. Instances 
are common, of lands which have been transformed by human 
labom* and with the aid of capital. In a community where a 
large proportion of the people are small peasant pro])rietors, there 
is no question of exploitation by one class of other classes. It is 
in the interest of the community that its members should be pro- 
vided with tlu‘ means of earning a livelihood and at the same 
time be able to supply food and raw materials to society as a 
whole. It has been happily said that land is tlu' poor man’s 
opportunity even though the retunis are small in j)ercentage 
and that investment in land is a kind of savings bank which forces 
])eople to save. It is notori otis that returns from land are lower 
than in other investments. Competition for land is keen : as land 
is open to all and appeals to all. 

To the Classical economists, land rent was a social surplus 
pnr e,Tcell(mee\ only it was a])propriated by one class to the detri- 
ment of the other classes in the community. This unearned income 
was cons(»quently the most suitable source of taxation. Some 
iuodem thinkers who still adhere to the old view that rent. is not 
an element in the cost of production, when called upon to explain 
ihe a]>pa.rent anomaly of land rent being included by individual 
landlords in their actual costs, declare that here payment of rent 
has been capitalized and the farmer expects to be reimbursed for 
the charge he has actually to meet. But they go on to sav that 
rent of land is not a cost from the social point of view, being 
a. bounty of nature, though it is an individual expense, being a 
pavTnent made for a costless facility or senuVe received. Coul- 
son,^^ for instance, says: — From the social point of view, rent 

14R. T. Ely. 

15 “ Tours T)’ Economie Politique.” Vol, T, 
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is not an element in the cost .... The reason is that the charge 
does not correspond to any difficulty in production overcome by 
human labour, be it in the shape of immediate human labour or 
in the form of saving. It constitutes solely a i)a.\Tn.ent made by 
one member of society to another for particular facilities provided 
by the latter.” He hastens to add, however, that private pro- 
perty in land being an essential and beneficial social institution, 
it would be fatal robbcuy to deprive the landlord of the rent 
he has legitimately earned. This is an interesting illustration of 
the ingenious shifts to which thinkers are driven when they strive 
to adhere to an untenable theory. Mr. H. 1). Henderson clears 
off the cobwebs woven round the subject and pointedly asks the 
question whether the money cost to the individual represented by 
land rent corresponds to and measures any real cost to the 
community as a whole or whether it is, according to the old 
notion, a surplus as something distinct from a necessary price.’* 
He answers the (|uestion unhesitatingly and correctly as 
follows: — Land, greatly as it differs in many respects from the 
other agents of production, resembles them, in the very important 
respect that, being used for one juirpose, it is not available for other 
purposes, and that the productive powers of the community in other 
directions are thereby diminished. This is the real cost to the 
community, which attaches to the products of any industry, in 
virtue of the land it occupies, not any human labours or sacrifices 
required to produce the land itself, but the curtailment of the 
natural resources available for productive use elsewhere. This 
is the real cost of which rent is the money measure . . . .**i^ 

Let us now return to Mr. Anderson and connect the correct 
theory of rent with the approved principles of taxation and 
examine the treatment this subject has received at his hands. 
He would obviously have hesitated to propose that by law the 
maxima rates of land revenue should be so fixed as to take not 


16 “ Supply and Demand.” 
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less than half the rental value, as ascertained from actual sales 
and rents,’’ if he had not been obsessed with the idea that land 
rent is unearned income — a treasure trove. It should be stated 
in fairness to Mr. Anderson that he allows total exemption from 
taxation to the standard or ideal holding ” in lands of diheient 
qualities and would tax only the surplus over this minimum. His 
theory of rent indeed requires this arrangement: all the same, 
his main conclusion is not scientifically valid. He defines the 
standard work or holding as follows: “ The standard work is 
that which is necessary to get a living olV the poorest land actually 
in use. No one can possibly till poorer land : he must choose 
some other job. But the labour and other outlay needed to get 
that living will, if applied to better land, result in a surplus nut 

(*arned or deserved.” And again: — “ the just reward of 

agriculture is a fair living for as much work as it takes (in the 
circumstances of the age) to get that living off the poorest land 
in use taking as large an area of it as is needed for full work. On 
all other qualities of land, as much a]*ea as will give the same 
work is the standard or ideal holding. The better the land the 
equal dose of work yields a larger produce. But on all qualiiies 
for half work a half living is the just return, and so on. All 
stir])lus over this just reward is ‘‘ rent.” The decisive conclusion 
of Mr. Anderson from this which is of the greatest signiiicam e 
in the present discussion is that rent is due and accrues on 
every square yard of land according to its quality — and in- 
dependently of the number of persons seeking or claiming to live 
(without work) on that land.” Does rent so accrue? 

This argument proves how a harmless mathemaiical truth 
becomes a dangerous economic absurdity. A eooly receives 10 
annas a day for working for 10 hours, which means, that on an 
average, he receives one anna per hour. But if he were actually 
to propose to work for one hour, he will not earn and receive that 
anna and may not be employed at all, being a nuisanc(' ratluu* than 
a help. A shop 10 ft. by 10 ft. fetches a monthly rent of Rs. 10, 
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but a shop one- tenth that size will not fetch one rupee: it will 
not provide even sitting room. Every industry has a minimum 
unit of plant and buildings of its own; and size and quality must 
be given equal imi)ortance in organization if an economic activity 
in to yield a net return. In farming, as in other industries, 
rentability will dei)end ui)on the price level and the disposition 
of the diherent factors of production. In an ordinary farm, the 
peasant aiul the members of his family form the normal labom* 
force, and their living wages constitute a standing charge, which, 
together with any interest that may have to be paid on working 
capital, will probably leave nothing as a net return to land. And 
in cases where the tenant cultivator has to pay contract rent to 
the landlord, this charge will cut into the wages of the cultivator’s 
family and the deficit has to be made good by work outside or by 
borrowing. In an undersized farm, even if we calculat(‘ the wages 
for the actual inuiod tor which tlnuu' is regulai* work in the field, 
nothing may be left over for rent of land. One of the peciiliaiil ies 
of agriculture is that the cultivator is rooted to bis land, as it 
is a disadvantage with labour that tin* workman rnusl go to the 
place where liis services hav(‘ to be ofVered. Mr. Anderson is 
quite right when In^ sa\s that a landholder ean not legitimately 
expect to jeeeive 12 months’ wages foi* G months’ work, and 
thousands of our rural people do migrate to towns in search of 
work to supplement their earnings from agriculture. AVith 
Mr. Anderson, howcwer, all is mathematical calculation — ^Ricardian 
abstraction — and realities are iirelc^vunt. He anti(!i])ates an 
objector and asks: — If the true rent of a 20 acre full time hold- 
ing is 100, how Avill it he possible for the man with only 2 acres 
of similar land to pay 10? ” and ])roceeds to answer the (luestion 
by saying: — It means that he has ex hypothesi only work for 
days in a year (plus such extra w^ork as is necessitated by 
the unsound and improper attempt to work the land in too small 
fragments) and from the gross produce he may deduct wages, 
&c., for those days and then he will find he has 10 left over for 
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lent-ievenue/^ AverageH are necessary and good tools but bad 
deceitful tyrants. Jdr. Anderson seems to tbink that rent arises 
mechanically when land, men and iinplentents axe simply brought 
together, and the law of rent is like the law of gravitation. Men 
exist for the law and the law is not to be based on actual life. 
He says: — ‘‘But the small holder has no other occupation, he 
has learnt no other trade and there is no employer to give him 
w'orkl^ If that is true, then the fault in the social structure is 
not in the law of rent but in the neglect to develop those other 
industries and that is the right direction of help and uplift.’’ 11 1 ? 
has here placed his finger on the real weak spot and also in saying 
that there axe, in the Bombay Presidency, far too many people 
on the land, and that this is a fault of the social structure. If 
this is so, how is the small cultivator responsible for the unemploy- 
ment or underemployment which has been created by bad social 
conditions and how can he be taxed on a rent which actually does 
not exist but may come into existence under conceivably different 
social conditions? Society can not first close other avenues of 
work and create overcrowding in agriculture and then come ilown 
upon the small cultivator, saying ‘ pay me out of your wages or 
out of the rent which you ought to and might have earned.’ This 
is doing serious violence to the fundamental principles of taxation, 
if not also something worse, 

Franz Oppenheimer,!^ w ho is keen on having big landed estates 
broken up into small plots for the use of peasant proprietors, 
very pro|)erly finds ftiiilt with Ricardo (and this applies to 
Ml'. Anderson, an admiier of his), for having developed only one 
side of the theory of rent, viz., the rent yielded by an acre of 
land, to the neglect of the others, viz., the size of the land holding. 
What he says in effect is this: Here is a small worker, engaged 
in market gardening in the vicinity of T^ondon and eking out 
a laliorious subsistence on one Rvre of land. IT(» is represented 
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(by Kicardiaus) as favoiu'ably situated in an extraordinary way us 
to a differential gain because be bas a fertile soil near a city, 
capable of yielding an enormous rent. And on tbe other band, 
there is the Duchess of Sutherland who owns one lakh of acres of 
land of inferior quality in the Scottish Highlands, and is shown 
ay seriously handicapped, l>eing unfavourably situait^d because she 
has huid wliich is classed low on account of its quality and situa- 
tion. Nevertheless, the former belongs to the wage-earning class 
and the latitu* is a big receiver of land rent ! Philip[)avich^^ has 
likewise made this point clear, and he maintains that the emer- 
gence of rent does not depend merely upon the fertility and the 
location of land : rent has to be worked out by good technical 
luul economic management, and it is, therefore, closely bound uj) 
with incomes such as wages, interest, &c. It follows from what 
has been said above lhat whether land will yield a rent or net 
income, will depend u])on the size of the holding, the quality and 
the situation of the land and ilie manner in which the agriciiltuial 
operations uro organized and managed. In the hands of a small 
cultivating proprietoi', land will }m)bablv only provide^ means 
which are lacking to a landless man, for eaming wages and no- 
thing more, and the position of a tenant may bo the same, per- 
ha]Ks worse because he has to pay a (‘ontract rent. In holdings of 
a decent size, a net r(*tui‘u will be available whether the hind is 
cultivated by the owner or by a. tenant. Only, the contract rent 
is no guide to the real rtmt-paying capacity of holdings in as much 
as allowance has to be mad(‘ here for the risk of non-payment and 
ihe expenses of litigation to recover the 8ti])ulated amounts. In 
many cases, the rents contracted for, are nothing but the amounts 
of interest on sums advanced by money-lenders who take leases 
from the cultivating owners. Agriculture is, in many cases, a 
supplementary or a parasitic! indusiiy, and there is no que>stion 
of a surplus or a rent in it. The cultivator in such a case is a 
landed labourer. 


18 “ (irnndriss,” Vol. I. 
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Seligmau’s^^ brilliant criticism of the ‘ single tax ' applies to 
Mr. Anderson’s defence of tbe unearned income theory and a 
revenue system, based on it, in so far as it is inspired by Ricardo’s 
and Henry George’s conceptions. That great American thinker 
has contributed, as few others have done, to the develoi)nient and 
proper appreciaiion of the correct fundamental principles of taxa- 
tion, viz., ability to pay and equality of sacritice. The criticism 
of Mr. Anderson and the theory he uj)hol(ls which we liave ottered 
in the course of this article, does not at all mean an attempt to 
bolster uj) the claims of any one class to light taxation or to exemp- 
tion from public burdens. It is, by no means, incompatible, for 
instance, with the line of taxation-reform advocated in the excell- 
ent article contributed to the last number of this Journal hy Prof. 
J. V. Ghosh on ‘ Rent and Tjand Revenue in Bengal.’ The land 
tax, which now occupies a subordinate position in the fiscal sys- 
tems of the leading countries of the world and is relegated, more 
or less, to local finance, is generally recognized as a real-tax or a 
tax on landed property, and as such, dissociated from all idea of 
the economic position of the tax-payer or his total taxable capa- 
city. It is a tax u])on land or rather upon its net produce. But 
though levied upon things, all taxes have to ho paid by individual 
citizens and must come out of their incomes, land and buildings 
being taken only as indications of capacity to pay. The net in- 
come from land or the rental value, or in a few cases, the sale 
value, is everywhere usually taken as the basis of assessment and 
the necessary registers and records are compiled. The principle 
of land revenue recommended by the Taxation Enquiry Committee 
and adopted by the authors of the Bardoli report, is essentially 
similar to that underlying the systems of the land tax operating 
in the other countries of the world. Even a tax on things must 
satisfy the fundamental requirements of the jjrinciples of taxation 
viz. ability, equality and justice. The standard proposed hy the 
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TaJtation Jinquiiy CoBimittee, consisting in the net income of agri- 
cultoe, which is exclusive of ail costs, including return to enter- 
prise, is quite reasonable ; and equally reasonable is the percentage 
of this, viz., ti[»per cent which is proposed as the contribution io be 
levied by Government. The average ' annual value ’ must, how- 
ever, be based upon actual realizations and not upon fancied and 
fanciful calculations. That was the trouble, as we have shown, 
in Bar<loli, and is inherent in Mr. Andersoirs manipulations of 
figures. For instance, he wonders why no cojiiplaint is made 
against the crop share rent system which does not ensure anything 
like a full Imng to the tenant, while fault is found with the Bom- 
bay revenue system for the same defect. He says: — “And yet 
no landlord, no inamdar or I’alukdar, has ever denounced this root 
evil as inhering in that system. Yet if it lies in the Bbmbay I.r. 
system, then a fortiori, much more so, it lies in the crop share 
system which takes its share no matter how small the area held 
by the tenant.” The explanation of this a])parent anomaly is 
simple and it this : the landlord is the owner of his land and 
charges a price for allowing others to use it while the Government 
of Boml^iiy is not the owner of the lands of the cultivators and can 
levy only a tax on incomes and not a rent or a price for the use of 
land. 

A good system of taxation must take full account of the 
social and the economic condition of the people as it is and must 
be suited to it. If there are too many poor agriculturists in the 
community, that is not their own fault entirely, and you can only 
tax them according to their capacity. Government is not merely 
a tax-gatherer as Mr. Anderson seems to think, and musi fully 
share the responsibility for the poverty of the cultivating classes 
and the industrial backwardness of the country generally. Mr. 
Anderson would tax the underemployed cultivators to make them 
work more and earn more. Why not suggest this admirable idea 
to the British cabinet who are confronted with a serious problem 
of unemployment? Tax the unemployed in Great Britain so that 
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they will find work, instead of paying them doles as is now being 
done. There is indeed no charity in taxation, and every citizen 
must be made to pay, whatever his status, but there is the princi- 
ple of justice, all the same, which must be honoured. The small 
holder does not cultivate his field for the sake of fun : he does his 
utmost in the conditions in which he is placed. We do not propose 
to refer here to the apsect of taxation relating to Government 
expenditure, though it has a vital bearing upon the question dis- 
cussed. Reference must, nevertheless, be made to Mr. Ander- 
son’s repeated complaint that the small land holder is b.iiig pam- 
pered at the cost of the potter, the blacksmith, the trader and s ) 
forth, when justice and equality are demanded for him. Now, 
what taxes do these good friends pay to Government? One is 
reminded here of Voltaire’s story of the man of forty crowns ” 
related by Seligman.20 Let us put it in the Indian garb. A 
cultivator who has paid a large part of his produce to Government 
as a tax, sees the money-lender who has growm fat on the interest 
wrung out of him, rolling along in a carriage and inquires what 
amount of tax he has paid. And the reply comes ringing; “ 1 am 
no landed proprietor like you to pay taxes ! ” Neither penalization 
nor pampering, but justice and equalization of tax burdens accord- 
ing to capacity to pay and mot the benefit received, — that is w hat 
is really needed. And there is no reason why an ecpii table basis 
for such distribution could not be found for general application 
and in the case of holders of agricultural land, in the net income 
as proposed by the Taxation Committee. The rental basis as work- 
ed out by Mr. Anderson, is bound to yield results which are miles 
away from reality and to prove unjust. Though it is claimed that 
the land tax is not an income tax, it often does work in practice 
like the latter. It was stated the other day on the floor of the 
T^egislative Council of Bombay that though lands in certain tracts 
of the Presidency were admittedly inferior and the cultivators 

20 “ Essays in Taxation.” 
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there were very poor, they could pay the laud tax all right l>e- 
cause they earned good wages in the Bombay mills ! Let us have 
all relevant facts and let us scientifically interpret them. Let mb 
not get round facts or juggle with them. 



INCOME-TAX IN INDIA 


BY 

Dr. P. N. Banerjea, 

Minto Professor of Economics y Calcutfa University, 

Mr. James Wilson’s financial statement of 1860 marked the 
commencement of a new chapter in the financial history of the 
country. This was the first occasion on which a budget was pre- 
sented to the Indian legislature for discussion. In the course of 
a forceful address Mr. Wilson surveyed the financial situation in 
India and outlined the measures which he considered necessary 
to secure the solvency of the Government. He placed before the 
Council several proposals for additional taxation, the most im- 
portant of which were contained in two Bills,— one seeking to 
impose a lacense-duty and other an Income-tax.^ The two mea- 
sures were supplementary to each other, and their burden waa 
expected to fall on different classes of the population. In the 
Income-tax Bill there were two rates, namely, a two per 
cent rate on incomes ranging from. Es. 200 to Es. 500, and a four 
per cent rate on incomes above Es. 500. Of the latter, 3 T>er cent 
was to be collected for the provincial treasury and one per cent 
for local purposes.® Ho tax was to be levied on incomes below' 

1 The latter measure was entitled “ An Act for imposing duties on Profits 
arising from Property, Professions, Trades and Offices.*’ 

2 Sec. ni of the Act ran in part thus : There shall also be collected and paid, 
under the rules contained in this Act, for the purposes hereinafter mentioned and 
described as roads, canals, or other reproductive public works, for and in respect of 
the property and profits mentioned in the said several four schedules respectively, 
the further yearly duty of one rupee for every hundred rupees of ibe emotint fiiero* 
of.” 


179 



180 


P. N. BANERJEA 


Es. 200. The Finance Member fixed the taxable minimum so 
low, because, in his opinion the wider the incidence of taxation 
could be spread, the more just would it be, provided a fair pro- 
portion was maintained as to the means of different persons. As 
the security of the G^overnment, Mr. Wilson argued, extended to 
all classes, they must all contribute to the public exchequer. He, 
however, drew a distinction between the wealthy and the less 
well-to-do. Therefore, incomes up to Es. 500 were in his scheme 
to be taxed at a somewhat lower rate. 

The In(^ome-tax Bill provided that a separate account should 
be kept of the collections in respect of the one j'er cent duty, which 
should be allocated to the jirovincial governments to be applied ac- 
cording to their discretion for the construction of roads, canals 
and other productive works. ^ 

The Bill contained four schedules : No. 1 included incomes 
from lands and houses ; No. 2, incomes from trades and professions^; 
No. 3, incomes from public funds; No. 4, incomes from public 

3 Sec. CXCTII of Act XXXI I f of 1860. In regard to (lie appropriation of 
this portion of the tax, Mr, Wilson Raid, that “ the innnicipalilies, where they exist- 
ed, could have a voice.” In defending this provision the Finance Member obser\'- 
ed that its object was to help the improvement of localities, and while the charge 
w^ould be .small, the benefit to be derived from such a contribution might be very 
great. Mr. wilson cited on this connexion the example of the United States, 
where a property tax was collected in every State and applied in part to general 
and in part to local and municipal purposes, {vide Fniancinl Statement, 1860-61.) 

4 Schedule No. 2 consisted of four categories of income, namely, ” For and 
in respect of the annual profits arising to any person residing in India from any 
kind of property whatever, whether situate in India or elsewhere; and for and in 
respect of the annual profits arising from any person residing in India from any 
profession, trade or employment, whether the same shall be carried on in India 
or elsewhere; and for and in respect of the annual profits arising to any person 
whatever, whether a subject of Her Majesty or not, although not resident in India, 
from any property whatever in India, or any profession, trade, or emplovment 
carried on within India; and for and in respect of all interest of money, annuities, 
and other annual profits arising to any person residing in India, and accruing 
and payable in India to any person, whether residing in India or not, not charg- 
ed by virtue of any other Schedule of this Act,” 
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salaries. There were in the Bill some provisions for exemption. 
All government property, the salaries of military, naval and police 
officers of the inferior ranks, and Travelling allowances of public 
officers were excluded from assevssment in r3gard to the tax. 
Eaiyats and other persons actually engaged in the cultivation of 
lands were not chargeable with the tax unless the full annual 
value of such lands amounted at least to Rs. 6,000 per annum. 
Deductions were allowed on account of repairs of houses and on 
insurance policies. Lastly, the provincial governments were given 
the power to exempt property used for charitable or religious pur- 
poses. 

A claim for exemption was put forward on behalf of land- 
holders, o'^pecially those under the Permanent Settlement. The 
Finance Member considered this claim to be groundless; and he 
decided to adhere to the sound maxim laid down by liord Corn- 
wallis, the father of the Permanent Settlement, that all who 
enjoy the protection of the State must pay for it in accordance 
with their means.” Ho also dismissed as worthless the demand 
for exemption made on behalf of the fundholder. The people of 
Bombay and Madras urged that, as the financial difficulties had 
been occasioned by the Mutiny which had taken place in Upper 
India, these provinces ought not to be made liable for its con- 
sequences. Mr. Wilson strongly deprecated this attitude. The 
bane of India ” he observed, has been these sectional principles 
and pretensions. Let us see an end to them, and feel that we 
are all one for weal or for woe.”* 

The Finance Member proposed to make the operation of the 
Bill as simple as possible. The zemindars would be assessed at 
one-half of the revenue they paid to the Government as their pro- 
fits in respect of land. All the safeguards which existed in the 
Income-tax law of England were inserted in the Indian Income- 
tax Bill. The general provision for assessing profits was the same 
as in the English law, namely, that voluntary returns were to be 


5 Financial Statement, 1860*61. 
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made by traders to the Collector or the Oommissioner^ to his satis- 
f action . All inquisitorial practices were to be prevented,^ and 
the necessity of exhibiting accounts and books was to be avoided, 
so far as possible. Further, it was jirovided that the assessment 
might be made by Panchayats in such areas as the Government 
might think fit to prescribe. In order to avoid the annoyance 
of annual assessments, power was given to the Commissioner or 
Collector to compound for a fixed sum for the whole period of 
five years or for a shorter period. The Income-tax Bill was read 
first time on the 4th March, I860.® The Bill met with a hostile 
reception at the hands of the public, and petitions from various 
quarters were presented urging its withdrawal.^ But a few 
persons expressed their approval of the measure. Among these 
was Maharaja Mahatab Chand of T>>iirdwan. In a letter addressed 
by him to Mr. James Wilson he expressed his willingness to con- 


6 The duties imposed by this Act were to be under the direction and mana^je* 
ment of the Governor General of India in Council, the several Governors, Lieutenant 
Governors, and Chief Commissioners. The revenue divisions and districts were 
to be made use of for the purposes of this Act, but the Presidency towns and 
stations in the Straits Settlement were to be regarded as separate districts. The 
Collector of land revenue was entrusted with the execution of the Act in the 
districts. In the Presidency towns, not less than six Commissioners were to be 
appointed by the provincial (lovcrnment, of whom not less than two were to be 
persons not in the service of the Goveriiinent. 

7 If, however, the Collector or the Commissioner was dissatisfied with any 
return, the Act gave him the power to surcharge such person in such sum as he 
might think fit. (Sec. LIV.) 

8 Mr. Wilson cited this Bill as an instance of the Government’s policy to 
deal equally with all classes of the Queen’s subjects; for it was proposed that the 
whole public service, from the Governor General down to the youngest civilian, 
should “ contribute by an income-tax, equally levied on all to the exigencies of 
the State.” {Proceedings of the Legislative Council, 1S60,) 

9 These emanated, among others, from the British Indian Association, the 
landholders of Dacca, the clerks employed in the Government and other offices, 
the landholders and raiyats of Eastern Bengal, the proprietors of permanently 
settled estates in Bengal. At a meeting of the inhabitants of Madras, presided 
over by the Sheriff, Mr. H. Nelson, a protest was recorded against the Bill, 
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tribute his share to the public necessities in the emergency which 
had occurred and though some other landholders had claimed 
exemption for the tax, he was emphatic in the opinion that the 
tax was an equitable one.^® The Finance Member welcomed this 
support to his scheme of taxation, but the importance which be- 
seemed to attach to this letter was surely much greater than ic 
deserved. Amongst Eiuropeans, there was at first a tendency to 
support the measure ; but after a time a marked change took place 
in the opinions of this community. 

The second reading was taken up on the 14th April. In the 
course of the speech delivered by Mr. Wilson on this occasion, he 
leplied to the various objections which had been raised against 
the Bill. Urging the need for additional resources he argued at 
great length that the deficiency could not be made good by re- 
trenchment in expenditure. He also pointed out that the sub- 
stitutes suggested were less suitable for the Income-tax. Another 
objection to the tax had been embodied in a petition from the 
clerks in the public and other offices. Their prayer was that in 
place of charging a uniform rate upon all incomes above the tax- 
able minimum, there should be a graduated scale, beginning with 
1 per cent upon lower incomes and going up to 6 per cent upon 

I'D This was expressed in a letter to Mr. James Wilson from the Maharaja 
Bahadur. The following extract from this letter forms interesting reading : “ Per- 
mit me, Sir, most respectfully to assure you that the immediate cause for this 
expression of my opinion is the attempt which has been made to oppose your 
admirable system of taxation — this opposition being founded upon the false assump- 
tion that it is a breach of the perpetual settlement. 

“ No doubt that at the time the settlement was made it was considered as 
sufficient for the exigencies of those days, but 1 cannot find anything in the terms 
of the settlement to convince me that the zemindars of India have for ever been 
exempted from contributing to assist the Government when they incur unavoid- 
able expenses in preserving property, life, the honour, and all that is dear to them 
of those very zemindars. Sir, I, as the greatest zemindar of Bengal, disclaim all 
^ such exemptions. I am willing to submit most cheerfully to your wise syfirtem 
of taxation which places this unavoidable impost equally on all classes.** (Vid$ 
Proceedings of the Legislative Council of India, I860,) 
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higher incomes. To this suggestion Mr. Wilson’s reply was that 
it was “ no part of the functions of fiscal arrangements to* equa- 
lise the condition of men.” “ The lot of men,” said Mr. Wilson, 
‘‘ is fixed by thousands of inscrutable causes, and if a Govern- 
ment were to attempt to produce an equality by distributing the 
incidence of taxation, it would undertake a task, the end of which 
must he confusion and disappointment to all concerned. No, Sir, 
it is our duty to adjust our taxes upon a clear and general prin- 
ciple with as much equality as possible, and then to leave to their 
full and free course all those general principles of competition 
and other elements which determine the lot of men. But this 
at least we may say in favour of an Income-tax which cannot he 
said in favour of any other tax, that the incidence falls upon each 
person in the exact proportion to his means. 

Another objection to the measuie was the novelty of the tax, 
it being averred that it was distasteful and repugnant to the feel- 
ings of the people. To this Mr. Wilson replied that there was 
considerable difference of opinion on this question and that some * 
officers had expressed a view favourable to it. Before concluding, 
he referred to the most cordial and unanimous support which he 
had received from all officers of the (jovernment with one single 
exception, namely, Sir Charles Trevelyan, Governor of Madras. 
Though there were various difficulties, Mr. Wilson did not hesi- 
tate to persevere in the measures which, in his opinion were based 
on equitable, broad and intelligent principles ” and calculated 
to promote the lasting good of the country.” 

The details of the Bill were considered at great length when 
the Council resolved itself into a Committee. The question of 
the exemption of landholders under the Permanent Settlement was 

11 Mr. Wilson added : " Our financial policy stands upon the firm and 
immovable basis of strict equality to all alike.’* (Proceedings of the Legislative 
Council of India t 1S60.) 

12 “ The opposition in that case,” said Mr. Wilson, ” has assumed a character 
which, I will venture to say has no parallel in Indian history.” 
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again discussed. Mr. A. Sconce observed that tbe clear p^urport 
of the Regulation I of 1793, which legalised the settlement of 
estates in Bengal, was that the re-assessment of these estates was 
for ever barred, but the law did not guarantee that the landholders 
should never be called upon to aid in the relief of the future neces- 
sities of the Government, by contributing according to their means 
or^oonies.i^ lie argued, further, by referring to the first sen- 
tence of Regiilation XIX of 1793,^ that the right to revenue froin 
land was inherent in the State and was not a deducition by way 
of a tax from the profits of the landholders. He added that the 
same fact was brought out in a still stronger light in Regulation 
VIII of 1798, the 75th section of which provided that the assess- 
ment should be so regulated as to leave to the proprietors a pro- 
vision for themselves and their families equal to about ten per 
cent on the amount of their contribution to the Government. 
Mr. Wilson quoted extracts from the Minutes of Ijord Cornwallis 
and Sir John Shore to prove that it was not their intemtion to 
•exempt the zemindars from a scheme of taxation which would reach 
others. Similarly, the holders of rent-free tenures were not ab- 
solutely free from liability to the general taxation of the country. 

Several members of the Council expressed the hoi)e that the 
income-tax would not be a permanent measure. M’r. IT. B. 
Harrington, Member for the North-Western Provinces, observed 
that in England almost all those who bad written or spoken on 
the subject, although they all admitted that, in a case of emer- 
gency, an Income-tax was perfectly justified and might be un- 
avoidable, were of opinion that it should be given up as soon as 

13 Mr. Sconce asked the question : Was the revenue assessed a tax in the 
sense that it was a deduction charged upon the profits or gains of zemindars and 
diminishing their gains to the same extent, or was it levied in virtue of a sub- 
stantive and paramount title vested in the State? The law 1798, he thought, left 
no doubt on this point. 

* 14 It runs as follows : By the ancient law of the country the ruling power 
k entitled to a certain proportion of the produce of every higha of land, demand- 
able in money or kind, according to local custom.” 

F. 4 
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possible, and indirect taxation reverted to. The objections to an In- 
come-tax were, Mr. Harrington thought, were aggravated in India 
by the character of the agency which was employed to carry it out. 

The Bill was carefully considered in the Select Committee, 
and although its essential features remained unchanged, con- 
siderable improvements were made in its details.^® The third 
reading of the Bill was taken up on the 21st July, 1860. On this 
occasion, Mr. Wilson expreLSsed his satisfaction at the fact that 
a Bill containing so many sections as this should have passed the 
Council not only unchanged in its main provisions, but without a 
single diversion from first to last having taken place. In con- 
cluding the debate on the Bill, Sir Barnes Peacock observed that 
it had his entire approval. He also concurred in all that had been 
said by the Finance Member regarding the justice of taxing land- 
holders under the Permanent Settlement.^ 

The Bill was passed by the Council on the 24th July, 1R(!0,1^ 

15 The iriodificationfl were as follow’s : (1) The original Bill proposed to assess 
to zemindars under the periodical system of settlement at one-half of the govern- 
ment jama ; the Select Committee reduced it to one-third. (‘2) In the matter of 
double taxation, it was decided to exempt incomes from foreign funds, except so 
far as such incomes might be brought into India. (3) The same rule was applied 
to income derived from other property, such as lands, houses, or investments in 
England or any foreign country. (4) Pensions of persons resident in India and 
drawn from the Secretary of State were exempted. (5) With regard to commercial 
profits, the same rule was to be pursued as nearly as possible. (6) All officers 
in the Army and Navy were to be charged, whose incomes and emoluments were 
not less than those of a Captain in the Army. 

16 With reference to the assertion which had been made that his opinion now 
was different from that expressed in a previous Minute, the Chief Justice ex- • 
plained that his opinions on the two occasions were entirely consistent with each 
other. The Minute was written on the subject of taxing zemindars and zemindars 
alone for purpose of maintaining chaukidars. This was an exceptional measure, and 
the government would be violating the promise they had made at the time of 
the Permanent Settlement. The Income-tax was a general tax affecting fhe whole 
country. (Vide Proceedings of the Legislative Council of India, 1860.) 

17 In such cases, every Panchayat was to consist of not less than three persons 
appointed by the Collector. 
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and it received the assent of the O^overnor-General on the same day. 
It was to continue in force for a period of four years. Some minor 
modifications were introduced by Act XXXIX of 1860^ with the 
object of remedying the defects which had come to light since the 
Income Tax Act. The law as amended, came into force in Septem- 
ber, 1860. The yield during the few months of the financial year 
1860-61 was rather small. In the following year, Mr. Samuel 
Ijaing, the successor-in-ofiice of Mr. Wilson described the income- 
tax as ‘‘a failure.’’ He admitted that it laid down a great and 
just principle, namely, that the capital and the trade of India, 
as well as her land, should contribute, in a fair proportion, towards 
the supi)ort of the State. From that principle no Government, 
he believed, would ever recede. He thought so far as fixed and 
certain incomes were concerned, which could be ascertained with- 
out paying into peoples’ private affairs. There was no fairer mode 
of levying a tax than by a percentage on these amounts. But as 
for trading and professional incomes, or incomes which could not 
be ascertained without calling for complicate returns and institu- 
ting private enquiries, some fixed scale of assessment under a 
graduated license Tax, was, in his view, a better mode of apply- 
ing the principle. He held the view that it was a fatal objection 
to the Income-tax that it conduced to extensive demoralisation by 
holding out a premium to fraud. Besides, its inevitable tendency 
was to embark the Government in a constant struggle with a large 
section of its subjects, — a struggle carried on by vexatious inter- 
ference and inquisition on the one hand, and by evasion and 
chicanery on the other. Lastly, he was of the opinion that India 
was no place fc-r such a tax going as low as £20 a year. But the 
financial condition of the country did not permit him to amend 
this portion of the tax on that occasion, although he hoped before 
Jong to be able to do so. 

18 This Bill was sponsored, by Sir Bastle Fere in the absence, owing tq 
illness, of Mr. James Wilion, 



188 


P. N. BANERJEA 


A few months later a temporary Act was passed continuing 
the then existing assessuients under the Income-tax for one year. 
At the time of the presentation of the Budget for 1862-63, Mr. Laing 
expressed the opinion that if the income-tax were being imposed 
for tbe first time, he should have had no hesitation in recommend- 
ing that it should be converted into a tax on the principle of 
Mr. Harrington's Bill, and ])robal)ly made over to the provincial 
governments. He said further that, if the income-tax were to 
he peipetual, he would rather see it transformed into a local tax 
than continued as an Imperial tax. But the one ])aramount con- 
sideration was whether the Income-tax was to be looked upon as a 
permanent or as a temporary measure. On this point Mr. Ijiiing 
himself had no dou])t. The tax had been imposed for a limited term 
and it was necessary at all hazards to kce]) faith with the people 
of India by not prolonging it. He said that while the abolition 
of thei tax was the great object of his endeavours, it was not pos- 
sible to carry it out on this occasion, as only a small surplus was 
anticipated in the Budget. But the Finance Member proposed 
certain measures which were calculated to alleviate materially the 
pressure of the tax. In the first place, the teni])()rary Act of the 
previous year was renewed dispensing with all further returns and 
enquiries for the next three years. Secondly, all incomes between 
Rs. 606 and Rs. 200 were exem])ted, not on the ground that they 
were poor,^^ but on tw^o other grounds, namely, first that while 
the number of persons who paid the lower rate of 2 pew cent was 
two-thirds of the total number of Income-tax payers, the money 
they paid amounted to only one-fifth of the whole proceeds; and 
secondly, that the cost of collection of this portion of the tax was 

19 Mr. Lainpr had no sympalhy with any socialistic legislation which would 
plac^ taxation exclusively on the rich. “ On the contrary,” he said, I believe 
that poor, as well as rich, and often even more than rich, are interesifced in the 
support of the State and the maintenance of social order, and that the middle 
and working classes are those who, in the long run, suffer most from the seductions 
of the political demagogues and from the sickly sentimentality of injudicioua 
philanthropists.” 
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very large, which might be taken as an index to the annoyance 
and oppression it caused . 20 As the opposition to the Income-tax 
had emanated chiefly from Europeans, Mr. Laing made an earnest 
appeal to their intelligence and public spirit. ‘‘ I do not believe/’ 
he said, in ‘ ignorant impatience of taxation ’ on the part of edu- 
cated gentlemen like the great majority of official and non-officiai 
Europeans in India, when they are fairly dealt with. On the 
contrary, I am convinced that, however strongly they may feel, the 
natural desire of everybody to escape his own peculiar burden, they 
will be satisfied with the assurance that the Government is sincere- 
ly desirous not to perpetuate the Income-tax, and with the pledge 
given for the future by the remissions already made.’^ 

From the 31st July, 1863, the four per cent rate was reduced 
to three per cent. On the 31st July, 18G5, the provisions of the 
Inciome Tax Act of 1860, expired and the tax was not renewed.*^ 
The figures relating to the proceeds of the income tax and 
the persons assessed to it are interesting. In the first financial year 
of its imposition, 22 the collections amounted to £1,100,000. In the 
four following years, the collections were £2,000,000 (with the 
Income-tax), £l,f>00,000, £1,500,000, and £1,300,000 respective- 
iy. The net receipts from the different province® in the last 
year of enforcement of the Income-tax were as follows: Bengal, 
£385,005; North-Western Provinces £169,059'; Oudh, £29,754; 


20 “ A fax,” said Mr. Laing, ” which affects 600,100 persons, to produce 

;£350^000 gross, of which at least £100,000 is absorbed by cost of collection, is 
condeiriDed by the mere statement of figures.” ” But the numbers alone( he 

added, ” do not adequately represent the real relief, for it is beyond all question 
that iTien of property and intelligence can defend themselves against mistakes or 
attempts at extortion by native officials, far better than the class who just come 
within the limit of the 2 per cent assessment.” (Financial Statement, 1862 63.) 

21 The tax was in force during only one-qnarter of the year 1866*66, and 

the re^'eipts amounted to £671,900. 

2® In the North-Western Provinces the tax was collected during eight months 
of the financial years, namely September, 1860 to April, 1861. 
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Punjab, i!5J^,280; Central Provinces, £29,868; H.vderabad As8if»ned 
Districts, £1,248; British Biurina, £13,095; Madras £147,867; 
Bombay, £337,250. Bengal was thus the largest contributor 
among the provinces, with Bombay as a good second.®^ 

i23 In the province of Benj^al, the number of personB aBsessed in 1860-61 and 
1861-62 was a little over 250,000; and the amount realised in these years were 
i;l87,786 and ^635,585 respectively. In 1862-63, on the passing of the Act exempt- 
ing incomes under 4*50, tlic number of perBons asseBsed fell to 64,677 while the 
rcceiptH amounted to .4620,107. In the two following years, the persons paying 
the tax numbered 50,927 and 53,773 respectively, and the receipts were 4478,302 
and 4885,005. The total receijits during the four years in Bengal amounted to 
about a million and a half pounds sterling. The cost of collecting the lax 
was about 3J per cent in Calcutta and the suberbs, and nearly 0 per cent in the 
remainder of the provinces, on the sum realised. “ The moral obligation to fur- 
nish tnistworthy statements was generally , and only 6 jier 

cent of the payers were taxed on the returns made by themselveB, which the 
amount of surcharge was 300 per cent.” 

‘‘ The assessment in Oudh during the year amounted to 424,442, and the 
collections, including arrears of former years, to 429,754. The charges w’ere only 
4288 or less than 1 per cent. The receipts in the Punjab w'ere 452,280 or 
49,995 less than in the previous year. The number of persons taxed in the Central 
Provinces was about 6000 and 98 per cent of the demand realised during the 
year. The total amount collected in 1864-66 was 429,868, as compared with 
428,712 in 18153-64, In the Hyderabad Assigned Districts the receipts were 
41,248. In British Burma they amounted to 413,095. Many of the Chinese popu- 
lation withdrew' to the Straits Settlement in order to avoid the tax. 

In Madras, the proceeds of the income-tax amounted to 4147,867 showing a 
falling off of 417,093. Tn Bombay, the assessed taxes amounted to 4337,250 afl 
compared with 4374,500 in the preceding years.” 

” The Income-Tax Act expired on the 31sl July, 1865, and w^as therefore, 
in force only one-quarter of the year under report, during which the receipts amounted 
to 4671,900.” 

A report submitted by the Income-tax Commissioners, on the working of the 
Act for four years in the island of Bombay, show^ed that, at any rate in the 
Presidency towns, this was by no means a difficult mode of taxation. The 
assessment in the first year amounted to only 4925,000, when the rate was at 
4 per cent ; but in 1864-65, although the tax had in the meantime been reduced 
to 3 per cent, the realisations amounted to only about nearly four times of that 
amount, namely, 4240,000. The prosperity of the community in the latter year 
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On the occasion of the presentation of the Budget for 1866-66, 
Sir Charles Trevelyan, then Finance Member, described the In- 
come-tax as a potent but imperfect fiscal machine,” which 
should be regarded as the great financial reserve of the country.” 
It was laid on the shelf “ complete in all its gear, ready to be 
reimposed in case of any new emergency. ”24 

It was not long before such an emergency arose. No sooner 
had the Income-tax expired than its resuscitation in another form 
became necessary. In 1867, the financial difficulties of the Govern- 
ment of India compelled them to impose a license-tax. This tax 
having lasted for a year, Mr. Massey resisted all demand for its 
repeal, and continued it in an improved form as a Certificate-tax. 
But this change did not solve the financial difficulty ; and in 1869, 
another deficit, the fourth in succession, was apprehended. Sir 
Richard Temple, therefore, proposed to convert the Certificate- 
tax into an Income-tax. In explaining the provisions of the Bill, 
he observed that as the principle of the Certificate-tax was in fact 
that of an Income-tax on particular classes, the substitution of an 
Income-tax proper would practically not much alter the demand 
on those who paid the Certificato-tax. The effect of the change 
would be virtually to extend the tax to those classes which had 
previously been exempt. The tax would thus apply equally and 
justly to all classes alike without any distinction. The principle 
of rough assessment, avoiding individual assessments and inquisi- 
torial processes, was to be kept up. The mean incidence of the 
Certificate-tax, namely, 1 per cent on profits, was also to Ix' main- 
tained. The minimum limit of income — ^Rs. 500 per annum was 
to be observed in the case of the Income-tax. Officers of the 
Government drawing salaries below Rs. 1,000 and al>ove Rs. 500 

no doubt contributed largely to this result, but a great deal was due to the 
improved means of ascertaining what was really the amount assessable, and 
to the tax-payers having better acquainted with the obligations imposed upon them. 
(Moral and Material Progrexfi Report, 1865-66.) 

241 Financial Statement, 1860-70, 
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would be taxed at 1 per cent. It was calculated that not more 
than 150,000 persons would be assessed to this Income-tax, or in 
other words, the tax would hardly touch one in a thousand. ‘‘ In 
short,” observed Sir Richard Temple, ‘‘our hope' is that by 
eschewing change in respect to those who now pay a direct tax; 
by refraining from demand for returns ; by removing the measure 
from any contact with the poorer and more ignorant classes, we 
shall keep it comparatively free from mu(‘b of the un})oj)ularity 
which attached to the Income-tax and, as it were, rob the measure 

of its sting. ”25 

In answer to the suggestion that some other moans might have 
been devised for improving the resources of the (Tovernment, Sir 
Richard Temple said that they had over and over again thought of 
every tax that had been suggested, and found that some insuper- 
able economic objection or other was apparent in the case of each 
one of them, the Income-tax alone remaining comi)aratively free 
from objection, “ as hampering no particular trade and fettering 
no particular industry.” Besides, experience had shown that they 
could not afford altogether to dispense with direct taxation. He, 
however, refused to accept the suggestion to raise the rate to 
2 per cent, because he thought that the 1 p(u* cent rate 'was suffi- 
cient and that it was not desirable to trench more than was 
absolutely necessary upon the chief fiscal rosf'rve of the Govern- 
ment. The Finance Member ai)})ealed to the fundholder, the 
landholder, the houseowner, and the E\ir()y)ean corarauiiity for aid 
in bearing the burden of the tax, and concluded with the expres- 
sion of the hope that everybody, PAiropean or Indian, would 
“ appreciate the justice of taxing all classes without exception. ”26 

25 Financial Statement, 1869-70. 

26 “ The landholders,” he said, ” especially the zerninda>^s under the Perma- 
nent Settlement, convinced from long experience of the inviolable faith kept with 
them by the State, cannot regard this measure with any distrust, but will submit 
to the law, if it shall be enacted, with that loyalty which befits gmtlemen of 
accumulating wealth and liberal education, recollecting that the question of their 
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Thougli some objections were made against the Bill, it was 
paased.^ 

Persons subject to the Income-tax of 1869^70 were divided 
into five grades. Grade I, being the lowest, included those whose 
annual incomes ranged from Rs. 500 to Ba. 1,000, while grade V, 
the highest, consisted of those whose incomes amounted to 
Bs. 100,000 or more a year. 28 

The Income-tax imposed by Act IX of 1869 came into force 
from the 1st April of that year. It was levied at the rate of 1 
per cent on all incomes and profits from Rs. 500 per annum and up- 
wards. It fell on the landed classes as much as on other classes 
of the population. The rate was subsequently enhanced by Act 
XXIII of 1869 to IJ per cent. The financial results of the Acts 
of 1809 were satisfactory. 

In 1870 a deficit of a million and a third becoming distinctly 
apparent, recourse to further taxation became unavoidable. The 
Finance Member proposed to raise the Income-tax to 6 pies in the 
rupee (or about per cent). On this occasion, the rate was not 
fixed, as heretofore, as a percentage of the incomes. The system of 
rough assessment by classes was dispensed with on the ground that 

liability was settled long ago, and that in each cycle of years the progress of 
Bengal — with its staple profitable exported to hlngland, its net work of water 
cximmunication, its patient and thriving peasantry enhances their debt of gratitude 
towards the Government under whose sway their property has been vastly bene- 
fited.” 

2T The Maharaja of Jaipur, a member of the Legislative Council, said that 
111 his ('pinion, of all modes of direct taxation the income-tax was most un- 
suited to this country, as it was most opposed to the feelings of the people.” 
This opinion of a ruler of an Indian State, was quoted in 1873 with approval 
by Lord Northbrook as that of a friendly neighbour, who and whose subjects 
were not affected by the tax. 

2B The total number of persons assessed to the income-tax in Bengal in 
1869 was 182,779, of whom 141,747 were in the first class, and only 129 in the 
fifth. The total collections in this province amounted to ^6373, 146, about i;107-00 
being derived from the lowest, and about ;£62,000 from the highest incomes. 
The collections in Calcutta alone amounted to d£102,000. 

F. 6 
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it worked well when the rate o£ duty was low ; it would not w^ork 
satisfactorily with a higher rate. Individual assessments were now 
substituted, the submission of compulsory returns of ingomes by 
tax-payers became essential. As to the duration of the new in- 
come-tax, the Finance Member declined to make any promise what- 
soever. He, however, ex])ressed the hope that the tax would not 
last beyond that year at the rate of (> pies in the rupee, but he made 
it clear that the realisation of such hope would be dependent on 
circumstances. 

The probable yield of the tax was estimated at Its. ‘^,180,0i)0, 
but the actual revenue from this source fell somewhat short of 
the expected amount. The Income-tax of 1<S7()-71 did not thus 
yield a sum commensurate with the increase in the rate. In 
Bengal, for instance, there was a decrease in the number of asses- 
sees as compared with that of the previous year, though the result 
was favourable in conii)arison with other years. There is no doubt 
that the peojde had been over-taxed under the Acts of 18G9, and 
there was naturally a disposition towards leniency of assessment 
in 1870-71.^^ Another cause of the falling off was a deterioration 
in the circumstances of some of the tax-paying class(‘s. A third 

29 Mr. A. Money wrote in his Minute on the lncon»e-tax Administration 
Keport for 1870-71 : “ There was a beliof at the beginning of the year that the 
tax was the result of a teinjiorarv ]iressiirci for money, and would cease with 
the year. The assessors seem generally to have held this opinion, and to have 
impressed it on the people. Partly for this reason, partly because to dispute a 
small afiSftHHTiient involved more trouble and expense than the demand was worth, 
a very large number of asResseeR paid without objection aRsessments to which 
they were not legally liable .... Many a man with an income under 600 
rupees, could afford to pay 6 rupees, that is, could pay that amount without any 
great privation, and thousands did so pay on no other grounds. When, how'ever, 
the supposed possession of an income of 600 rupees produced a demand of Ks. 19-8 
under the tax of 1870-71, all those who were really not liable came forward with 
objections and got exempted.” And further: ‘‘The disclosure of the large num- 
ber of illegal assessments made during the previous year, the outcry in the press 
when some such cases which occurred near Calcutta came to light, th© fear 
of blame, the trouble consequent on a second enquiry into a case to which the 
Government’s or the Board’s attention had been called, the honest wish not 
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cause was perhaps to be found in a certain amount of passiye 
resistance engendered by the uni)opularity of the tax. 

The enforcement of the provisions of the Income-tax Acts of 
1869 and 1870 led to many cases of oppression.^o In Bengal alone, 
relief outside the law had to be given in 994 cases in 1869-70 and 
in 478 in 1870^71. The general view even among officials was that 
the rate was too high and that the limit of exemption was too 
low. 

The Government of the ISTorth-Western Provinces thought that 
the assessable income of Rs. 500 was a source of maladminis- 
tration. No one,’^ they said, with an income of less than 
Rs. 1,000 ever keeps regular accounts. There are no data on 
which assessments on the lower incomes can be made by subordi- 
nates, or controlled, had they the time to control them, by their 
superiors.” Mr. A. Money, member of the Bengal Board of Reve- 
nue, in charge of Income-tax, was even more emphatic. In his 
Minute on the Income-tax Administration Report for 1870-71, he 
wrote, At the bottom of the misery and pain in these cases, of 

to repeat the errors of the previous year, the heavy incidence of the tax, so heavy 
tliat on income a little over 500 rupees, its operation was necessarily attended 
with suffering and privation, all these cases combined to turn the scale during 
1870-71, generally m favour of tlie assessees. T do not think this is to be regretted. 
The feeling against the tax at the beginning of the year was so strong that I 
am confident it is better for the Government in a political sense, to have* realised 
less than it was entitled to at the full rate, than to have given occasion for any 
increase of that feeling.” 

30 The Finance Member, however, thought that the number of cases of op- 
pression was small. (Vide Financial Statement, 1871-72.) 

3fl Mr. Money was not sure whether the word ‘oppression’ which was vague 
could be used with regard to these cases of hardship, but he gave instances of 
gross injustice caused by the operation of the Act, He added : ” Under the 
operation of the law, the magistrates became blind instruments of punishments. 
If, then, by cases of oppression are meant cases of wrong assessment, in which, 
either with or without the magistrate’s assistance, the demand, or the realisable 
portion of it, has been collected. It is clear from the figures I have already 
given that such cases under the operation of the Acts of 1069 wer© very 
numerous,” {Parliamentary Paper No. 289 of 1872.) 
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which there were hundreds, lie two or three facts; one, the in- 
expediency, as I take it, of extending the tax to incomes so small, 
that if, in regard to them, under such a rate as 3^ per cent the 
assessor makes a mistake, the result is something very like ruin 
to the assessee; another, the error of making over the power of 
punishment to a court which cannot look at the merits.” The 
Government of Bengal concurred in this view. 

The actual work of assessment was not in many cases done at 
all well. In Bengal, the operation of the succeeding year showed 
that a very large number of persons were assessed under the Acts 
of 1869 who were not assessable. Sir George Campbell, in a 
Minute on the Income-Tax Report for 1869-70, pointed out certain 
startling results. For instance, there were no lawyers in the high- 
est class, while the next highest class included 58 ministers of 
religion, 17 legal practitioners and no medical men, which led the 
lieutenant-Governor to remark sarcastically that religion was 
more lucrative than law after all/’^^ But the most surprising 
fact was that the most numerous class of Income-tax ])ayers were 
cultivators, of whom no less than 34,375 were assessed to the tax 
in Bengal, as distinguished from 25,483 proprietors and sub-pro- 
prietors. Undoubtedly, the cultivators were o'cr-asst'sspd as 
compared with the other classes, and Sir George Campbell was 
perfectly justified in remarking that he should have expected that 
in this country" of various small holdings, cultivators would have 
been almost entirely free of Income-tax instead of being the most 
numerous class assessed.”® 

The misery of the poor man was increased in the ignorant 
parts of the country where the landholder's burden w^as transferred 
to the shoulders of the raivat. The mode of assessment was also 
very unsatisfactory. Fnder Mr. Wilson’s Act, every man was 
called upon by a general notification to give in returns of his in- 

32 Parliamentary Paper, 289 of 1872. 

33 “ Thepe seem,” observed Sir Georj?e Campbell, rightly, ” to lead to a 
ping^ilar inversion of opr preconceived ideas,” 
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come. If he failed to do so, he could not complain of the subse- 
quent aetion taken against him. But under the Income-tax Acts 
of 1869 and 1870 the initiative rested with the Government office, 
and it was scarcely equitable that, owing to the Collector's omis- 
sion to serve a notice during the previous year, a man should at 
one and the same time be called upon to pay the entire tax for that 
year, plus the tax for the current year. Such delay not only depriv- 
ed the taxpayer of his legal right to pay in instalments but the 
cumulative demaTul invested it with additional severity. 

Another defect of the system was to be found in the great 
disparity and variation in the assessment of some districits. The 
yield was not largest in the districts around Calcutta, which had 
had the greatest advantages in way of roads, railways, commerce, 
education and all that was known as civilisation, but in the in- 
accessible and non-regulation distri(‘t of Manbhum. The arbitrary 
character of the assessments was further proved by the fact that, 
of 64,407 objections, 36,489, or fully three-fourths, were allowed. 

There was an even more serious evil. The changes from year 
to year were, to use the words of a high official, like the effects 
of a kaleidoscope.’’ At each turn of the legislative machine, he 
observed, the districts altered their relative positions, and occupied 
new" places, according io the character and proclivities of the asses- 
sors or collectors whom chance or the Government might give 
them. The Government of the North-Western Provinces^^ pointed 
out that the frequent. 

34 When the opinions of the provincial rulers and of the other officers of 
ihe Government were invited on the nature of the Income-tax, the Lieutenant- 
Governor of the North-Western Provinces wrote that he did not object to the 
main principle of the Income-tax. “ But ’* he added “ it may be questioned 
whether the tax should be . . . resorted to as a means of squaring the accounts 
of the year, its rate and reach varying with the amount of the annual deficit or 
the prospects of the coming revenue. It would be wise and more statesmanlike, 
in dealing with a people so impatient of inquisition, so suspicious of change, 
and BO difficult to reach by our explanations, to make the tax precise and un- 
varying both in its reach and in conditions of its assessment,’* 
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In 1871 the financial position of the Q-overnment having im- 
proved, it was decided to lower the rate of assessment from 6 pies 
in the rupee (or per cent) to 2 pies in the rupee (or a fraction 
over 1 per cent) and to raise the minimum income liable to assess^ 
ment to Es, 750. Sir Richard Temple explained to the Council 
that the retention of this small tax was indispensable, as without 
it they would have to produce a budget with a deficit. He also 
pointed out that the rate to which the tax was now reduced was 
the lowest at which it had ever been levied in India, and indeed 
the lowest at which it could be levied, if retained at all. The 
Finance Member expressed his satisfaction at being able to relieve, 
by the reduction, 240,000 persons theretofore taxed. It had been 


The Lieutenant-Governor of the Punjab wrote in 1872, that in his opinion, 
the Income-tax in its modified form, did not give rise to any general discontent 
in the province. It fell on a very small percentage of the population. The agricul- 
tural classes were practically exempted altogether, the tax being paid by the 
inhabitants of cities and officials in the service of the Govornment. The collection 
of the tax had been carefully supervised, and the number of comjjlaints were few. 
The novelty of the tax appeared to the Lientenant-Governor to be the chief reason 
for any dislike felt to it, but this feeling was growing less year by year. Several 
officers had pointed out that tlic uncertainty of the rate at which Tneorne-tax was 
levied and the frequent changes in the administration procedure were furlher 
reasons for the dislike to it. 

The OfFg. Collector of Gha/.ipur wrote : “ The chief cause why the tax is at 
the same time unproductive, unpopular and unequal in the very high rate of the 
minimum assessment and the defective nature of Ihe means available to us for 
ascertaining actual incomes .... The tax is disliked not only by the persons 
who ultimately pay it, but also by those who after assessment obtain remission 
at least with considerable trouble, and also by those who are actually never 
assessed but who expend considerable sums in fees to pargana and village 
accountants and other subordinate officials to save themselves from being men- 
tioned.’* The Collector of Azamgarh wrote : “ The task of assessing the Income- 
tax, therefore, cannot be looked upon in any other light than that of an odious 
one; for while highly invidious to the people, it is equally unsatisfactory to 
oneself .... The more T see of the wwking of the Income-tax year by year 
the more I feel convinced of the utter hopelessness of expecting to ascertain with 
any degree of accuracy what a native income is.” (Vide Parliamentary Paper 
No. 2S9 of 1872.) 
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in respect of the small incomes below Rs. 750 that complaints of 
over-assessment, or exaction, or other vexation, had mainly arisen, 
and the pressure of the tax had fallen heavily upon these small 
incomes.^ He added that the policy of the Government with re- 
gard to the Income and License taxes had been to extend from 
time to time the exemption more and more among the poorer class- 
es liable to assessment. No limit of duration was fixed in the 
Bill which was passed to give effect to these proposals. 

In the Legislative Council, individual members of the Govern- 
ment of India expressed their own views on the question whether 
the tax should be permanently maintained or not, and a great deal 
of divergence was observable in them. The Government collec- 
tively, however, abstained from exj^ressing any opinion on the 
subject. Lord Mayo refused to be drawn into the controversy. 
But he felt it his duty to record his opinion that a feeling of dis- 
content existed among every class, European as well as Indian, 
on account of the constant increase of taxation which had been go- 
ing on for years, and expressed his belief that “ the continuance 
of that feeling was a political danger, the magnitude of which 
could hardly be over-estimated.’’ The reduction in the rate and 
the raising of the taxable minimum failed to give satisfaction to 
the members of the Council, who urged the entire abolition of the 
tax. The Income-tax Bill was however passed in spite of strong 
opposition.^ 

In the years 1871 — 4, ithe Indian Income-tax engaged 
the attention of the Select Committee of Parliament, when con- 
siderable divergence of opinion was exhibited on the question. 
Three former Finance Members of India expressed themselves as 
strongly opposed to the tax. I^ord Northbrook, who was shortly 

35 Sir Richard Temple added that while the rate remained low as in 1867-68 
and 1868-69, these complaints were not perceptible at all or were much less rife ; 
and no doubt the inherent difficulties of the case had been ag^avated by the 
increased rates. 

36 Proceedings of the Legislative OounciL dated the 17th March, 1871, 
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afterwards to be sent out to India as its Viceroy, also spoke strong- 
ly against the tax. 

In the budget estimates for 1872-73 a small deficit was appre- 
hended if the Income-tax was to be given up. It was decided, 
therefore, to continue the tax for a year longer as a provisional 
arrangement. It wfiis understood that the question of abandoning 
or maintaining it as an integral part of the financial system would 
be considered by the Government after the arrival in India of the 
newly-appointed Governor General. The taxable minimum was 
now raised to Bs. 1,0()0. Thus the Income-tax lost a part, of its 
objectionable character by being confined to comparatively high 
incomes. The Income-tax for 1872-73 was estimated to produce a 
gross return of £585, 100. 

In 1873, liord Northbrook, after reviewing the entire financial 
situation of the country found that without re-imposing fhe income- 
tax there would probably be a surplus of from £200,000 to 
£300,000, in the budget of 1873-74. He took into account the opi- 
nion of Europeans as well as Indians, both official and non-official, 
and came to the conclusion that the re-imposition of the Income- 
tax was unnecessary and inexpedient. He thouglit that the 
opportunity which the prosperous condition of the finances afford- 
ed at this time of reducing the pressure of taxation was a great 
political advantage, and that no single act could produce so salutary 
a political effect over the whole of India as the announcement that 
thn Government had determined not to re-impose the Income-tax. 

A Resolution was, therefore, published announcing the withdrawal 
of the Income-tax. The Finance Member, Sir Richard Temple, 
however, wrote an elaborate Minute intimating his dissent from 
the Resolution. He expressed the opinion that the Income-tax was 

37 This was distributed as follows: Land, Jei60,674; houses, ^£16,211 ; employ-* 
tneht, private, ^34,876; employment, Government, ;C103,667; commerce, 237,760; 
funds, £23,796; miscellaneous, £9,226. 

38 Minute of the Governor-General, dated the 14th April, 1873. 

39 Ibid. 
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just as suited to India as to England and that he could not con« 
template its remission until the Government was able to produce 
a budget estimate with a surplus of one million and a half at the 
least. He objected to the relinquishment of the tax on the ground 
that it would be injurious to the stability of the finances, to the 
administration of the public service, and to the welfare of the 
general community. With regard to the last point he observed: 

As recently levied, it is essentially the one tax which falls on 
the rich. It helped in some degree to redress the balance which, 
in India, inclines too mu(;h in favour of the richer and more in- 
fluential classes, and too much against the poor. It also helped 
to distribute the burden of taxation between the various industries, 
interests and classes in the country. Its relinquishment deprives 
the Government of the means of mitigating taxation which falls 
unduly upon the poor, or which either injures trade and industry, 
or might at any moment prove detrimental to those interests. 

Mr. B. H. Ellis, another member of the Executive Council of 
the Governor General, also wrote a Minute expressing in emphatic 
terms his dissent from the Resolution. He held the view that an 
Income-tax, levied at a light rate, and affecting only the upper class- 
es, was specially suited to India, and its maintenance was a source 
of great financial strength. He concluded his Minute with these 
words: I repeat, then, that the Income-tax has been removed 

without due cause, and that its removal has weakened the financial 
resources of the country. W^e have, moreover, lost the opportunity 
of so dealing with the salt duties as to effect a great administrative 
and fiscal reform by getting rid of the customs line in British 

40 Minute, dated th^ Snd April, 1878. 

Sir Kichard Temple concluded his Minute with these words : “I maintain 
firstly, that we cannot financially afford to dispense with the tax; secondly that 
if we could afford any remission- of taxation, preference ought to h© ^iven to 
other imposts before the Incoirie-tax ; and, thirdly, that, even if these imposts 
had been reduced or ren\itted, still the Income-tax ought to be retained, with a 
limited incidence and at a light rate, as a part of the ordinary fiscal system of 
India.” 


F. 6 
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temtoty, and at the same time givings relief to the poorer classes pf 
a large part of India, and placing the finances on a sounder basis by 
furnishing an additional reserve in time of need. We have crippled 
our means of aiding the Local Governineiits .... I regret greatly 
the course that has been resolved on, and I beg to record my 
protest against it.’’^^ On the other hand, Major-General H. W. 
Norman supported the decision of the Governor-General and urged 
seven reasons in favour of it. With regard to the argument that 
. the Income-tax alone of all taxes reached the rich, he thought that 
this was not strictly or entirely true. “ The tax,’^ he wrote, “press- 
ed on many who are not rich, and many who are well-to-do aie 
affected already by other taxes. The landholder, for instance, pays 
the land tax, and the European who, however, is rarely rich, pays 
customs duty on tery many necessary articles of consumption. 
So fair, however, as the abolition of the tax exempts the rich 
native traders from taxation, I regret it and if any substitution 
could be' devised as resppcts this class, it w^oiild be advantageous.’’^ 
It would be difficult, indeed, to admire the wisdom of such a 
policy of racial , discrimination in the matter of taxation. 

Five years later, direct taxation was again levied, this time 
.in the form of license- taxes. These taxes lasted till the year 
1885-86. During the period of their continuance these were often 
assailed as unsatisfactory and unfair in incidence. In 1880, for 
instance, when the License Act Amendment Bill was before the 
liCgislative Conncil, Maharaja Jatindra Mohan Tagore said that 
he failed to understand why the burden of the direct tax should 
.pot be distributed over all sections of the community. Sir 
Alexander Arhuthnot also spoke of the incompleteness and in- 
equality involved in the License-tax and pointed that the real 

t- y i 

remedy lay in revertinj? to a light Income-tax with a high taxable 

41' Minute* ^afced the 31st March, 1873. 

, Lord Napier of Magdala was also in favour of the retention of the tax* • 

' f. , ' 

, 42 Minute, dated the 2nd April, 1873. Mr. S. Bayley, afterwards Lieutenant 

Governor of Bengal sided wnth the Governor General. 
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nunimum. The Governor General said that no form of ditect 
taxation short of Income-tax could be wholly free from objection, 
and gave the broad hint that in the event of a deficit occurring in 
the budget in future, an Income-tax would be levied. It was not 
long before such an eventuality, occurred. 

In 1886, the Government of India was faced with a very diffi- 
cult financial situation, owing chiefly to a considerable increase in 
military expenditure and a rapid and continuous fall in the rate of 
(exchange. Four courses were now open to the Government which 
might enable it to balance income and expenditure. The first was 
economy. Although the Finance Member, Sir Auckland Colvin 
did not lightly set aside this possibility, yet he felt that there 
were practical difficulties in the way of enforcing it. The second 
course was borrowing.^5 This was rejected on the ground that 
the best way out of pecuniary difficulties was not to add to them. 
To call upon the Provincial Governments for aid was the third 
alternative. While not entirely rejecting this alternative, the 
Finance Member thought that as this was the fourth year of the 
Provincial Contracts, such a step was hardly desirable. Besides, 
what was needed was as much an increase of existing revenues as 
a repartition of those already available. The last resource thus 
was additional taxation. This, again, gave rise to the question of 
direct versus indirect taxation. In the opinion of the Finance 
Member, resort to indirect taxation was undesirable. An addition 
to salt duty could not be thought of as it would increase the bur- 
den of the poorest sections of the community. The re-imposition 
of the import duties had been urged in some quarters. But Sir 
Auckland Colvin rejected the proposal on the ground that, while 

^ In this connexion, Rir Auckland Colvin remarked : “ We have been told 
that, if economy is a good dog, borrowing is better. A passed master in the art 
of meeting pecuniary obligations, whose authority as we know, is unimpeachable, 
was obliged at last to confess that he could get no remedy against this consump- 
tion rtf the purse; borrowing only lingers and lingers it out, but the disease is 
incurable.” (Proceedings of the Governor GeneraVs Legislative Council, 4th 
January, 1886.) ' ’ 
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such measure would be popular witb the class on whom the burden 
would not fall, it would add to the burden of the masses of the 
people, who were the chief consumers, and whose income at the 
best was “ barely sufficient to afford them the sustenance necessary 
to support life, living as they did upon the barest necessaries of 
life.”^ 

After carefully considering the various aspects of the ques* 
tion, the Government came to the conclusion that additional taxa- 
tion was inevitable and that such taxation should be direct. It 
is interesting to note in this connexion that this decision of the 
Government had behind it the support of the Indian National Con- 
gress which, during its first session held in 1885', had passed a 
resolution recommending, in default of other expedients, the 
extension of the License tax to those members of the community 
who had hitherto enjoyed an undeserved immunity from Ihe visit 
of the tax-colleclor.^5 The Government had also bv this time 
become fully convinced that those classes in the country which 
derived the greatest benefit from the administration by reason of 
the security afforded by it contributed the least towards its main- 
tenance. It was strange that the upper and the up])or middle 
classes enjoyed the greatest immunity from taxation. Sir Auck- 

44 “It ig always popular,” added the Finance Member, ‘‘to pass oblifrations 
on to other people; hut it is a kind of popularity which no Government anxious 
for the (Mjuitablo adjustment of the burdens to be imposed upon tax -payers can 
possibly wish to acquire. Nor would it be posBi})lp to escape the di^icnlty of 
the local industries.” In the concluding j^ortion of his speech, Sir Auckland 
Colvin justified the imposition of the tax. He said : ‘‘In the nece^^sities of the 
time; in the interests of all classes of the community; in the present incidence 
of our Indian taxation; in the legitimate and neccssarv r(‘siill of the financial policy 
pursued by our predecessors; in the admissions of those who oppose an income- 
tax will be found the justification of the measure which I have now the honour 
to ask your Lordship to allow me to introduce.” (VifJe Proceedings of the Ooeer- 
nor GeneraV$ Legislative Councilf 1886.) 

46 This attitude of the Indian National Congress, eomposeil though it was 
of. men belonging mainly to the learned professions, sufficiently justified its claim 
to represent the entire Indian population including the poorest claBsee, 
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land Colvin rightly remarked: Efforts, have, indeed, at various 
times, been made to remedy this scandal, for scandal it is of the 
greatest magnitude, when the poorest are called upon to pay 
heavily for the support of the Government, and the wealthier class- 
es are exempted ; but from one cause or another the measure has 
not been carried out, except for short and broken periods of time.” 

There was another important point which arose in this con- 
nexion. As a result of the fiscal policy under which a large portion 
of the indirect revenues ceased, a permanent system of direct 
taxation ])roved to be unavoidable. The direct taxation which the 
Government had imposed in previous years was in a very incomplete 
form and was open to severe criticism. The License-tax was un- 
satisfactory in many respects. Besides, its yield was insufficient 
for the needs of the Government. As it was neither desirable nor 
possible to do away with direct taxation altogether, it now became 
absolutely necessary to place the system of direct taxation on an 
equitable as well as a remunerative basis. 

The Income-tax Bill which the Finance Member introduced in 
188(3 was in many respects different from similar measures which 
had ])reviously been jdaoed on the legislative anvil. As the Finance 
Member pointed out it was built upon the foundations laid nine 
vears ago for the license-tax, and was not an introduction, but 
an enlargement, — an extension and equalisation, — of direct taxa^ 
tion. It left the then existing License- tax undisturbed in the case 
of the lowest classes of income, except so far as it added professions 
and offices to trades and dealings. 

The combined scheme was ex]iected to affect not more than 
800,000 jiersons, officials included, out of the whole population of 
Britisli India. One of the main features of the tax was that in- 
comes of Bs. 500 a year or less were exempt, while those between 
Es. 500 and Es. 2,000 were assessed at less than the full rate. 
The ])rinciple of graduation was thus recognised, in however im- 
perfect a form, but the Government was not prepared to give 
effect to it to any appreciable extent. Incomes were placed by 
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the Act in four categories, salaries and pensions in Part I, profits 
of companies in Part II, interest on securities in Part III, and 
income from other sources in Part IV. Incomes in parts I and III 
were to pay five pies^ in the rupee if they amounte<l to Rs. 2,000 or 
more a year, otherwivse four pies^ in the rupee. In the case of 
Part II the rate was five pies in the rupee throughout. In Part IV 
the rate was five pies per rupee for incomes of Rs. 2,000 or more; 
between that amount and the untaxed minimum, there was a graded 
scale, — ^incomes up to Rs. 750 paying Rs. 10, those above Rs. 750 
and up to Rs. 1,000 paying Rs. 15, and so on up to a tax of 
Rs. 42 for incomes between Rs. 1,750 and Rs. 2,000.^^ Incomes 
derived from land were excluded from operation of the Bill.®® 
Most of Ibe objections which had been urged against the previous 
Income-tax Bills were eliminated from this Bill. 

The Bill did not meet with any serious opposition in the legis- 
lature. It was accepted as a necessity, but nevertheless was 
criticised from various standpoints by the members of the Council. 
Dr. (afterwards Sir William) Hunter said that while an Income- 
tax was equitable in its character, it might prove most op])reRs- 
sive in its incidence. He urged the deduction of paymentvS for life 
insurance or deferred annuities from the assessable income, which 
was particularly necessary in the case of professional men whose 
brains were their sole stock-in-trade.’^ Mr. Richard Steel, a re- 
presentative of the European mercantile community, thought that 
direct taxation was less suited to the country than indirect, but as 

46 That is to say, approximately 21 jyer cent. 

417 Or approximately 2 per cent. 

<8 The Finance Member following the })rece(leni of 1870 thought it more 
convenient for pnrj> 08 cs of calculation and assessment, to take so many i>ies in 
the rupee rather than a percentage. 

49 Moral and Materia] Progress (Pecennial) Report, 1901-2, 

50 This was done because the Income-tax was really , an expansion ol| the 
License taxes. When the License taxes were levied in 1877-78 on the trading and 
professional classes, Cesses were simultaneously levied on the landed classes. 
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the choice lay between the license-tax and the Income-tax^ he un- 
hesitatingly preferred the latter.^ Mr. Griffith Evans, a leading 
member of the Calcutta Bar, pointed out to the Council that an 
Income-tax in India was not the powerful inscrument which an 
Income-tax in England was, nor an instrument suited to the 
country or easily worked. He, therefore, thought that it could not 
be trusted to meet the deficit which threatened constantly to run 
from the fall of silver. 

Some members of the Legislative Council warned the Govern- 
ment that in its working it was likely to cause much difficulty, 
and might give rise to practical injustice. Babu (afterwards 
Raja) Peary Mohan Mukherji asked for a pledge as to the dura- 
tion of the tax, but the Finance Member refused to give any, and 
observed: If the principle is sound, it is unreasonable and in- 

consistent to promise that its application shall be of limited dura- 
tion. If it is good for to-day, it is good for to-morrow and there- 
after. So that I must decline to give any such pledge as I am 
asked for; nor would it be of any value if I gave it. No pledge 
can bind ihy successor, who must be guided by the exigencies of 
the day on which he is called upon to administer our finances.’* 
Another non-official member, Mr. V. N. Mandlik, regretted that 
the cotton duties had not been re-imposed and implored the 
Government not to insert the Income-tax in the budget an 
ordinary source of revenue, for he thought that it pressed hard 
on the honest and its effects were demoralising. 

The Select Committee altered the Bill in several respects. The 
principal modifications were the following: Firsty houses of 
persons occupied in the pursuit of agriculture were exempted. 

He laid down certain principles : ** The first principle of a proper system 
of taxation is that H should be fair in its incidence, and the second that no un- 
necessary wastage should be involved in its collection. Besides, these, it is 
obvious that the form of taxation should cause no unnecessary oppression or 
irritation, and should be framed in accordance with the wishes and even the 
prejudiced of the people.’’ Judged by this standard Mr. Steel thought that direct 
taxation was less suited to this country than indirect taxation. 
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Secondly, life insurance premiums or deferred annuities to the 
extent of one-sixth of the total income of a person were excluded 
from the computation of the amount, of income liable to the tax. 
Thirdly, the special exemption of Government seiTants with 
salaries under Rs. 100 per month was omitted. The other excep- 
tions were retained as in the original Bill.®^ 

In the course of the debate on the Bill, the Governor General 
pointed out that while the other classes of the population bore 
their due shares of the burden of taxation lawyers, doctors, mem- 
bers of the other learned professions, officers of the Government 
and other persons occupying an analogous status, and gentlemen 
at large paid little or nothing. Now, surely,” he observed, 
this cannot l>e right, and to such an anomaly it is no answer to 
say that direct taxation is repugmint to oriental customs. Justice 
is the inhabitant neither of the East nor of the West. She admits 
no geographical limits to her supremacy, her throne is on high, 
and sooner or later, in spite of prejudice or custom, she never fails 
to vindicate her title to the respect and veneration of mankind. 
It is then in the name of justice that we propose the imposition 
of the tax, and we feel assured that every fair and right-thinking 
man in the country, no matter how his private interests may be 
affected by bur action, will recognise that no other course' was 
open to us.” The Governor-General emphtesisetd the fact that ihe 
Government had carefully eliminated from the Bill everything 


S& The following? sources of income were excepted : (a) any rent or revenne 
derived from land which is used for agricultural purposes; (b) any in(*onic derived 
from agriculture; (c) buildings owned and (jccupied by cultivators or receivers 
of rent or revenue; (d) profits of shipping companies incorporated or registered 
out of British India; fe) income derived from property employed for religious 
or public charitable purposes; (f) income of a irienjber of the joint family or 
of a compapy when the family or company itself is taxed; (g) income devoted to 
the provident, fund purposes to the extent of one-sixth of the total income of a 
person; (h) interest on stock; (i) salaries of officers in the Army not receiving 
more than 600 rupees a month ; (j) the income of any person whose total income 
from all sources was less than Bs. 1500 . 
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that had rendered former measnrews of the kind odious and obnoxi- 
ous, and added: “ In fact our project is merely an expansion of 
the license-tax. The license-tax is a sioried house, and on the 
top of it we are putting up a second story, but the order of archi- 
tecture in both will be the same; and as the foundations of the 
one have stood the test of time and of poi)ular criticism, so 1 
trust will the walls of tlie other possess the same solid characteris- 
tics.^ 

During the final stages of the discussion of the Bill, Babu 
Peary Mohan Mukherji suggested the collection of the tax in 
quarterly instalments; but it was not acce])t(‘d by the (rovernment. 
He also moved several amendments to the Bill. The first was to 
limit the duration of the measure to one year; the second, to raise 
the taxable minimum from B^. 500 to Its. 1,000; the third to 
exempt buildings occupied by owners from Ihe op(»ration of the 
tax. All the amendments were negatived. The Bill was then 
passed, as amended, without a division. 

The actual net (‘ollection of the Tncoim-tax in the year IHSo- 
tS7 aniOTUited to Rs, 1,27,75,110. The increase of ihe yield of this 
tax over that of the Ijicense tax was Rs. 80,47,410. The percent- 
age of total colleciions was 2G in Bengal, 24 in Bombay, 17 in the 
IsTorth- Western Provinces and Oudh, 11 in Madras, 8 in the Punjab. 
8 in the Central Provinces and 11 in Assam, while the remaining 
OA per cent was derived from the collectioms in Ajmere and (^oorg, 
and from officers immediately under the (government of India. 
Thus the two first-named provinces together furnished just one- 
half of the total revenue. The towns of (\ilcutta and Bombay 
contributed very largely to the result, being 50*4 and 500 per cent 
respectively of the provincial yield. The collections from these 
two cities, therefore, formed more than one-fourtli of the whole 

63 Proceedings of the Governor GeneraVs Council, 1SS6. 

This Act repealed the Northern India License Acts, 187A, llu* Indian 
License Acts Amendment Act, 1880, and the Acts of tlie I’rovinc’al Legislative 
Conncils relating to the License-tax. 

F. 7 
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amount collected in India. The number of persons assessed was 1 
in 37 in these two cities and 1 in 80 in Madras city ; % in 311 in 
the Bbmbay Presidency apart from the (‘a])ital; 1 in 555 in the 
Punjab; 1 in 602 in the North-Western Provinces; 1 in 655 in the 
Madras Presidency outside the chief town; 1 in 811 in Assam; 
1 in 853 in Bengal, excluding Calcutta ; 1 in 866 in Oudli ; and 1 
in 1,136 in the Central Provinces. On the persons assessed the 
incidence of the tax was Bs. 22 in Bengal (excluding Calcutta) 
and in the Punjab; Ks. 23 in Madras and Bombay (excluding 
the capital) ; Bs. 24 in Oudh, Bs. 2<S in Ihe ?s\)rth- Western Prov- 
inces; Bs. 29 in the (Central Provinces and Assam; and as for th(^ 
great cities, Bs. 62 in Madras, Bs. (kS in Bombay and Bs. H2 in 
( -alciitta.^^ 

About 30 per cent of the amount collected was charged on 
salaries and pensions (three-fourths of those paying in the schedule 
l)eing {Tovernment servants). There were 774 companies, paying 
an average of Bs. 964, whose contributions were less than 6 ])er 
cent of the total proceeds. Bather more than 5 per cent, was 
derived from interest on securities. The remaining 69 per cent 
was obtained from, other sources of income, one-third of those 
assessed in this schedule being moneylenders paying about 
Bis. 24 each on the average, and nine-tenths of whole number 
being assessed on incomes of Bs. 2,000 or less.56 On this occasion, 
the method of working was more satisfactory than on previous 
occasions. The assessments on the foui’th schedule (that is, mis- 
cellaneous sources of income), were, on objection, reduced by 19 
per cent, and the number of persons absolved from taxation, by 
11 per cent. Excluding the portion of the tax derived from in- 
terest on securities, 90 per cent of persons assessed had incomes 
below Bs. 2,(K>0, and they paid ncaily Bs. 50,00,0001 or per cent 
of the total amount collected. Persons with incomes between 
Bs. 1,000 and Bs. 760 numbered 13 per cent, and paid only 6 per 

B5 Moral and Material Progress Report, 1886-87. 

^ Moral and Material Progress Report, 1886-87. 
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cent of the total revenue ; while those between Rs. 750 and Its. 500 
numbered 51 per cent, and paid 15 per cent of the whole amount. 
The number of persons taxed on incomes exceeding Its. 10,000 was 
6,9S6, of whom 3,350 were Government servants. 338 assess- 
ments exceeded Rs. 60,000, of which 102 were assessed at over 
Bs. 100,000 and paid 7 per cent of the whole sum collected; the 
latter class included 37 co.iipanies, j)ayiiig Rs. (>, 30, 010.^7 

The arrangements for assessing and collecting the tax were 
rendered somewhat smootlier in 1887-88, and there was a slight 
increase in the net receipts. Objections were j)ramptly heard 
in that year; and in only less than i per cent of the assessments 
was it necessary to have recourse to a sale of the property of 
defaulters. In the following year, the exemption from income- 
tax which hitherto, for administrative reasons, had applied to 
liower Burma, ceased. It was not, however, extended to ITp])er 
Burma. The tax legally applied to the whole of Lower Tiurma 
but it was decided that assessment and collection would be made 
only in selected towns and centres of trade. 

No changes were made in the system during the decade 1892- 
93 to 1901-2. Objections against assessments continued to be 
jnade in all the provinces, and in a fair proportion of cases, they 
were allowed. The work of assessment, however, continued to 
present great difficulties. To meet these, official agency was, in 
some cases, reinforced, as in the United Provinces, by unofficial 


57 The following comparison between the Indian Income-tax of this period 
and that levied in the United Kingdom is interesting ; “ The taxable iiiinimiim 
of income is lower than in the United Kingdom; but the average of earnings 
and the cost of living is also much lower in India. The total assessment re- 
presents, in round numbers, a taxable income of Ks. 64 million from securities, 
companies, trades and professions; and this total, though not in all respects 
comparable, is small by the side of the total annual value of 377 millions assessed 
to Income-tax under Schedules C, D, and E of the British Act, during the year 
1888. The contrast is the more marked because the population of British India 
is more than five times as great as that of the United Kingdom.’* (Moral and 
Material Progress Report 1889-90.) 
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asHessors. In Burma, headmen were employed for doing the work 
of assessment, and were granted a commission of 3 per cent on 
iheir collections. As a matter of fact, tliere was v(*rv often a 
tendency to fix the assessment too high rather than too low. But 
this practice was discouraged by the provincial governments, 
whose desire was to obtain accurate assessments, and to keep 
down the number of appeals.'^® The cost of collection in the dis- 
tricts was small, as the work was done for the most part by the 
(existing agencies. In the towns, however, the collection charges 
were considerable. As in previous years, Bengal and Bombay 
stood out in 1901-2 far above the other provinc(\s, an»l th(‘ contri- 
butions of the two cities of Calcutta and lUnnbay were very large. 

During the years 1898-99 to 1902-0"5 tluMc accrued to the 
Government large annual surpluses due niuinlx to the appreciation 
of thf rupee. Therefore, in lfK>3, the Government decided, among 
other measures to remission of taxation, to raise the taxable mim- 
niuTU from Bs. 500 to Bs. 1,000. Mr. G. K. Gokhale and other 
non-official members of the Governor GeneraPs Legislative Coun- 
(dl, had urged such a measure for some years past, on the ground 
that persons of small means whose incojnes ranged from Bs. 500 
lo Bs. 1,000 could ill afford to pay the tax. This raising of 
the taxable limit gave great satisfaction to the poorer middle 
class.^ It is worthy of note that the ex<‘mj)tion of income's between 
B-s. 500 and Bs. 1,000, while it reduced the number of assessees 

68 Moral aiul Material I’rogreKB (Decennial) fuiporl, 

59 Sir Edward Law observed on the occasion of the annual ljudget debate ; 
“ A.S regards the raising of the limit ol exemption of the Tiicorae-tax, we believe 
that the tax on incomes under a thousand rupees is, in Ihe mam, paid by petty 
traders, by clerks in commercial and Government offie^es, and by pensioners, 
wlio, small as is the present impost, feel it to be a severe burden. We are 
very glad to relieve a generally highly deserving class of the community of this 
burden, which weighs particularly heavily on widows and orphans in receipts 
of small pensions barely sufficing for the necessaries of life. Moreover, we have 
reason lo fear that it is in the lower categories of incomes that hardship is 
perhaps fell in the matter of inquisitorial proceedings on the part of assessors, 
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by more than a half, produced comparatively slight effect on the 
total revenue.^ 

In the following year the Income-tax became once more the 
subject of criticism in the Legislature. Dr. (afterwards Sit) Asu- 
tosli Mookerjee, a non-official member of the Council, suggested 
the abolition of the tax, and urged the following grounds in favour 
of his proposal : first, the tax was imposed at a time of gi'eat finan- 
cial exigency, which had passed away; second, the income-tax 
was looked upon by every nation as a great financial reserve, which 
might be drawn upon in times of emergency ; and as there was no 
emergency at the time it might be put aside; third, if the revenue 
from Iiu*ome-tax continued to be raisen^l even after the emergency 
was over, it was merged In the ordinary revenues of the Empire, 

and at last it would become difficult to abolish the tax without 

greatly dislocating the balance sheet; fourth, taxation was usually 
resorted to at a time when th(' (Jovernment found itself face to 
face with a suddeu and grave financial difficulty, in order to en- 
able it to balance revenue with expenditure; but to retain a tax 

so imposed side by side with a large surplus appeared to be con- 
trary to all sound principles of finance, and liable ultimately to 
encourage extravagance; fifth, evasion was so entirely the rule 
that forms and returns were declared to be perfectly useless, and 
siircliarge, or in other words, arbitrary assessments, made almost 
at random, had been universaily necessary to attain anything like 

who, posBibly, sometimes fix assessments at unjustifiably high raies, and we 
hope tihat by raising the limit of taxation to greatly reduce and simplify the 
work of assessment.’* 

60 The total gross receipts for the year 1902*3, were £1,403,492„ while in 
1903-4, they amounted to d81,206,846. But in 1911-12, that is, at the close of 
the decade, the income-tax yielded £1,652,878. The largest proportionate increase 
was in Burma. The increase was partly due to the extension of the areal Of 
assessment. The growth of revenue in the Presidency towns was the main factor 
in the increase which occurred in Bengal and Bombay. Tn 1902-3, the proceeds 
of the tax in Calcutta, amounted to £193,268, while in 1911-12, they were 
£236,109. The contribution of Bombay increased during the decade from £144,838 
to £241,419, 
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a decent financial result; sixth, the assessment proceeding's were 
of an inquisitorial character, and led to oppression and corruptioii, 
necessarily rendering the tax most unpopular; seventh, it violated 
one of the primary canons of taxation handed down from the days 
of Adam Smith, namely, that all persons should contribute as 
nearly as possible in proportion to their resi)ective abilities, for 
the Indian Income-tax was extremely unequal in its incidence. 

Although the arguments advanced by Dr. Hooker jee against 
some of the details of the system were quite valid, his eondemmi- 
tion of the principles of the tax was hardly convincing. He was, 
however, on very firm ground when he made his alternative pro- 
posal. If the Income-tax, with all iis defects, was to be retained, 
he suggested the method of a graduated tax. He pointed out that 
one uniform rate under Hs. 2, OCX) and another for all incomes above 
R«. 5,000 caiised great deal of hardship to many middle class men. 
The vision of the Government was, however, too narrow to allow 
it to entertain such a proposal at this time. The Income Tax A(*t 
was aj)plied to Berar in BMH. In 1^)05 it was extended to the 
whole of Lower Bunn a. 

The number of jiersons assessed to Income-tax in India was 
very small, in proportion to the poj)ulation before ItMW, and after 
that date it was much smaller. The number of assessees, including 
companies in 1902-3, was about 526,000 or less than 23 in 10,000 of 
the population; in 1910-11, the number was about 270,000 or 11 
in 10,000. A classification of incomes assessed according to this 
amount showed that nearly two-thirds of them were bedow 
Rs. 2,000 a year, but that the proportion of the higher incomes 
tended to increase during the decade lfX)2-3 to 1911-12. 


61 The total number of incomes (including “ prolits of com])anieH ”) in the 
highest class, that is, over one lakh, increased from 239 in 1902-3 to 363, in 
1910-11. 

Of the incomes assessed under Part I, salaries and pensions, about one-half 
was paid by the Government, and these included the great bulk of the highest 
salaries. Under Part II, cotton spinning and weaving, banking, mining, mil- 
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No changes of importance took place till the year 1916. In 
that year, the financial distress created by the European War com- 
pelled the Government to impose additional taxation. One of the 
measures adopted to cope with the difficulty was an increase in 
the rate of the Income-tax. All the then existing exemptions 
were left untouched, and the taxation of persons whose incomes, 
official or private, were less than Rs. 5,000, was not altered, lint 
above this limit that tax was enhanced as follows: (i) ilncomes 
from Rs. 5,000 to Rs. 9,990 were to pay 6 pies in the rupee; (ii) 
incjornes from Rs. 10,000 to Rs. 24,999 were to pay 9 pies per 
rujiee; and (iii) incomes of Rs. 25,000 and upwards one anna in the 
rupee. Full and definite efiect was thus now given to the principle 
of graduation. This increase of taxation was expected to bring 
an additional revenue of iJOOOjOOO. 

In 1917, the Indian Income-tax Act, 1880, was amended with 
the object of im}) 2 oving the machinery so as to avoid the leakage 
which was taking place. The rule regarding the submission of 
returns of income was made more strict. On this occasion, the 
ordinary Income-tax w as 8ii])plemented by a Super- tax on the 
largest incomes such as had been in force in England for several 
years previously. The rates of the ordinary Income-tax were left 
unchanged, but people having incomes in excess of Rs. 50,000 per 
annum were to pay Super-tax in addition. The bulk of the then 
existing assessees w ere thus l^ft alone, and the burden was laid on 
the shoulders of the rich who were best able to bear it, many of 
wffioni had made large profits in consequence of the war. The 
Super-tax receipts were all reijuired for Imperial purposes, and 
they w’ere placed under a special sub-head which W’^as 

way aud jute spinning and weaving companies made the largest contributions. 
Under Part IV, bankers and moneylenders contributed more than a third of the 
total number of assessees, and contributed in almost as large a proportion to 
the receipts. Commerce and trade accounted altogether for three-quarters, or 
more, of the assessees, and of the receipts under Part PV, the professions provid- 
ed about 13,000 assessees, about two-thirds of whom were attorneys and pleaders. 
[Vide Moral and Material Progress (Decennial) Report, 1911-12.^ 
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entirely Imperial* The rates were: In respect (1) of the first 
fifty thousand rupees of taxable income — one anna in the rupee; 
(2) of the next fifty thousand rupees of taxtible income — one and 
a Iialf anna in the rupee; (3) of the next fifty thousand rupees of 
taxable income — two annas in the rupee; (4) of the next fifty 
thousand rupees of taxable income — two and a half annas in the 
rupee; and (5) of all taxable income over two lacs of rupees of 
ttjixable income — three annas in the rupee. 

Mr. (afterwards Sir) B. Sarnia, then a non-official member 
of the (Council, ])ropose(l an amendment to the Ball to the effect 
that the Super-tax should be in forct* for the duration of the war 
and for six months thereafter. This amendment was nof accepted 
by the (Tovernment, and it fell through. Objections were also 
made to some of the detaiLs of the Bill. One non-otficial member, 
curiously enough, objected to the princi])le of graduation on the 
ground thjit it was likely, to ‘‘ check industrial enterprise and cut 
at the root of saving. 

In 1918, the (xovernment of India introduced a Bill to consoli- 
date and amend the law relating to Income-iax. The aim of the 
Bill, as ])ointed out by the Kiiuincc' M.emb(*r, was to renu'dy c(*rtain 
defects in the machinery of assessment i-iovided by the existing 
Act. Such defects had resulted in unequal assessment of persons 
of equal means and in loss of (lovernmeut revenue. The most 
important proposals were three in number, firstly, Sec. 4 of the 
Bill provided that in determining the rate at which the Income- 
tax was to be levied, the aggregate of an assessee’s taxable income 
from all sources, including agricultural income, shouhl be taken 
into consideration. Secondly, in regard to the period with refer- 
ence to which the assessment was to be made, the income of the 
j)receding year, and not of the current year, was now taken to be 
the basis. Thirdly, Section 32 of the Bill was intended to enable 
the Government of India to tax the Indian profits of foreign firms 
which had previously escaped taxation. 

62 Proceedings of the Indian Legislative Council, 1917, 
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The first of these proposals gave rise to much controversy. 
The Finance Member, Sir William Meyer, defended it on the ground 
that it was an anomaly that an income derived from more sources 
than one should pay “ tax at a lower rate than an income of equal 
amount but derived from one source only. He also observed that 
it was not fair for the wealthy landlord to pay the tax at rates 
“ intended only for the poor.” The main ground of objection of 
those ]ion-oilicial members of the Council w ho opposed it was that 
the effect of this provision of the Bill would be to tax agricultural 
income in an indiret t way. Maharaja Sir Manindra Chandra Nandi 
opj)osed the section on the ground that it was likely “to contra- 
vene the very s])irit of Lord (’oriiwallis’s understanding with the 
owners of permanently-scuttled estates.” The existing exemption 
of all agricultural incomes was, in his view% ” based on solemn 
j)ledges for w’ell over a quarter of a century.” Pandit Madan 
Mohan Malaviya thoiighi that this was not the right w ay to proceed 
about tlie business of laising the rate of taxation; nor was it 
])ropt'r to l)riug* forwai'd a ])ro])osal for taxation w ithout any justi- 
fication being presented for .such proposal. Mr. B. N. Sarma, 
on th(* other Imnd, supported the ])rinei])le of the Bill, and, in so 
doing', observed; “ (Graduated Income-tax proceeds on the principle 
lhat a man who has a su})er-ahuiKlance should give to the State 
a litlle more out of his ('xcess than his unfortunjite brother. Cn<‘e 
this princi])le is acce])te(l, T cannot see how^ we can escape from the 
conclusion that whether income is derived from agriculture, from 
('ommerce, or from any other soiir(*e, it ought to be includeil wdth- 
in the total aggregate assessable income for the purpose of the 
graduated Inf ome-tax.” Sir William Meyer |)ointed out that 


63 Severn I olher nu'inhers also opposerl Seetion 1 of I he Hill. Sir (iangadhnr 
(/liitahavis spoke of the rescnlmcnt felt by “ loyal eiti/eos ” who had been 
ever ready to do wdiat they eould during the war and on other occasions. Mian 
(afterwards Sir) Mahomed Shah also opposed \1. (Vide The Proceedings of the 
Indian Legislative Comicil, 1918) 


F. 8 
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there could be no question of a breach of faith, as the first Income 
Tax Act of 1800 had “ deliberately taxed all landed profits/ 

At a later stage of the Bill, Mr. Sitanatli Roy, a rich land- 
holder, moved an amendment with a view to excluding agricultural 
income from the computation of the rate of tax. He spoke of the 
Government proposal as merely the thin end of the wedge, and 
expressed the apprehension that it was a prelude to a tax on land- 
ed incomes. This amendment was supported by many non-official 
members of the Council, including Mr. (aftenvards Sir) Surendra- 
nath Banerjea. But it was opposed by men of the advanced school 
of thought like Mr. Srinivasa. Sastri, Mr. M. A. Jinnah, l)r. Tej 
Bahadur Sapru, and Mr. B. N. Sarma. The official whip wa.s not 
cracked at the time of division, with the result that the amendment 
was carried, thirteen official, including the Commander-in-Chief, 
lecording their voles in favour of Thus ended a strange e])i- 

sode in the history of debates in the Indian legislature. 

It is not perhaps altogether idle to speculate on the causes 
which brought about the defeat of the Finance Member on this 
occasion. Though the proposal had been sanctioned by the Gov- 
ernment it did not show any keenness in the matter. The amount 
expected to be realised from the proposed alteration in the law 
was not large, and this was probably out* of the reasons for the 
apathy displayed by the official members. But a more important 
reason was their disinclination to provoke^ any discamtent among 
the loyal section of the people during the most serious stages 
of the War. An impartial observer cannot help observing in this 
connexion that whatever might be the merits of the question, the 
])rocedure adopted by Sir William Meyer was entirely wrong. He 

64 Sir William Meyer observed on this occasion : “An Income-tax Pill 

always calls forth what some theologians call a rational love of self. In sortie 
cases voiced m to-day’s speeches, I might even call it irrational.” (Proceedings 
of the Indian Legislative Council, 1018.) • 

65 Five non-official Indian members voted against the amendment. They were : 
Sir Dmshaw VA'acha, Mr. Srinivasa Sastri. J)r. Tej Bahadur Sapru, Mr. M. A. 
Jinnah, and Mr. B. N. Sarma. 
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oii^ht to have proceeded in a more direct and straightforward way 
to accomplish his object. Tf this had been done, he might have 
secured support of a large section of the enlightened public of the 
country in favour of his proposal. 

The first post-war financial measure was one of remission of 
taxation. In IQIS, the minimum of taxable income was raised 
from Rs. 1,000 to Rs. 2,000. This proposal did not require any 
defence, for it was universally recognised that there was no class 
which had been so heavily hit by the enormous rise in the cost 
of living as i)eople with small fixed incomes. 

In the same year, the Finance Member introduced the Exc(»ss 
J^rofits Duty Rill, the object of which was to raise money towards 
the cost of the measures proposed to give effect to the Resolution 
of the Indian Legislative Council of the 10th September, 1918. 
By this Resolution members of the Council had agreed that India 
should take a greater share than she had so far done of the burden 
of military charges of the war incurred by Great Britain. The 
Bill a])pHed, wuth certain large exceptions, to all businesses in 
India, which during the current year had returned profits exceeding 
Rs. 30,000. The main exemptions were: Agriculture, salaried 
employments, professions, income depending on the personal skill 
of the earner, and concerns which were already paving excess pro- 
fits duty in England. The average ])rofits of four years, that is 
to say, two years before and two years since the commencement 
of the war, were to be taken as the standard. Any sum by which 
the ascertained profits of the year exceeded that standard would 
be treated as excess profits, and the Government would demand 
one-half of that sum. The Bill provided for an appeal, and one 
of its important provisions was the setting up of special tribunals 
for dealing with questions of general importance. The Excess 
Profits Duty and the Super-tax would not both be levied on the 
same individual or firm, but the Government proposed to take 
whichever was greater. 

Anticipating the criticism that such a measure should not be 
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l)roiig‘ht forward after the termination of the war, the Finance 
Member, Sir tlaines Meston, replied that war was an evil the conse- 
i] lienees of which remained after the cessation of hostilities, and 
that these consequences had to be paid for by means of taxation. 
He gave the assurance that the tjovernment was ])repared io make 
all possible allowances for hard cases, and to correid th(» valuations 

with the help of businessmen.^^ 

The Hill gave rise to a storm of opposition on the ])art of the 
community engaged in business. Two of the representatives of 
commercial interests, however, took an enlightened view of the 
situation and made their own position clear be stating th.^t their 
personal views were not in accord with the views of their consti- 
tuents. Mr. Malcolm Hogg observed: ‘‘ Few, I think, will deny 
the inherent justice of the underlying principle of the Bill, namely, 
that thos(‘ to whom circumstances arising out of the war have 
bi'ought exceptional ])rofits should contribute a portion of those 
lirofits to the cost of the war. Tt is when we conn* to try and 
embody this principle in legislation that difficulties arise.’’ He 
added that in England the Kxcess Profits Duty had been aC(‘epted 
as a necessary war evil, and it would have been similarly acce])ted 
in India if it had been introduced at an ea:lier stage. Mr. Ironside 
thought that the Hill was largely the outcome of tin* wiong finan- 
cial policy of the past, and urged that steps be taken to avoid 
thoughtless ex})enditur(‘ and to ensure^ economy in the spending 

de])artments.^7 

The Excess Profits Duty was not continued in the following 
year. In March, 1920, the Government introduced a Sui)er-tax 
Amendment Hill. The main purpose of this Hill vas to substitute 
a Snper-tax at a flat rate of one anna on the income of companies 
for the then existing rates which ranged from one anna to three 
annas on individual ])rofits. In other words, a n(»w form of Super- 
tax similar to the ' Corporation Tax ’ levied in other countries, 

66 ProceednKjs of the Indian Legislative PoanciL V.lfli Fehrnarij, 1919, 

^7 Proceedings^ Indian Legislative Council, 1920. 
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waH to Ik» substituted for a portion of the Super-tax. It was 
estimated to bring in about 2 crores and 20 lakhs, that is to say, 
44 lakhs more than the replaced portion of the Super-tax. The 
Super-tax on the individuals, unregistered firms, and Hindu un- 
divided joint families was continued as before. When the Report 
of the Select. (Committee on the J3ill came up for discussion, Mr. B. 
N. Sarma moved an amendment with the object of giving relief to 
Hindu joint families by raising the minimum of exemption from 
lls. 50,000 io lls. 75,(KM).^ Sir Faisulbhoy (Jurrimbhoy moved 
another amendment, namely, Where the income of an individual 
or a company assessed to Super-tax under this Act includes a divi- 
dend paid by a company assessed during the year, the said assess- 
ment shall be reduc ed by the amount of tax ])ayable on the dividend 
ai ihe rate of one anna in the rupee. His ])rincipal point w^as 
that the ])ro])osal of the Government involved the payment of 
Super-tax twice over. Mr. W. N. Crum supported the amendment. 
The Finance Member, Sir Malcolm Hailey, however, did not agree 
with the view, and refused to accept the amendment. He said: 

Are we really and effectually taxing twice over? What we are 
])Titting on now is a form of taxation well-known in many countries 
of Europe as a Coiporation tax. It is considered justifiable to tax 
a corporation partly because it enjoys the use of what may be 
called public capital, but even more because its shareholders enjoy 
protection against liabilities incurred, up to the amount of their 
shares. The company is, therefore, taxed definitely as a corpora- 
tion, and that taxation may very justifiably be regarded almost 
as one of the working expenses of the company. The Super-tax 

68 Mr. Sanna, in ihe course of his speech on the amendment, observed : 

Ever since llie nitrodnction of Super tax Bills into this Council, there has 
bc(*n a lively controversy o[oing on as to 'whether Hindu undivided families have 
not unnecessarily suffered by reason of the theory that for legal purposes the 
undivided Hindu family should be treated as a unit, and that some relief should 
be given to the Hindu families so that the hardship which has been caused mi^ 
not be so great as it is at present,” {Vide Proceedings of the Indian Legislative 
Council, 1920,) 
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we i)laco on the shareholder afterwards is really an individual tax/^ 
He also controverted the opinion that the tax was likely to prove 
preiii(li(*ial to industrial interests or Indian intercwsts.^^ 

In 1921, the Goveminent of India fac6‘d with a deficit, found 
itself obliged to have recourse to additional taxation. Besides 
other taxes, an increase in the rates of Income-tax and Super-tax 
was decided upon. With regard to the former, it was considered 
undesirable to raise the rates of tax on the smaller incomes. But 
the rates on the up])er grades were so increased as to work up 
to a maximum of 16 i)ies instead of 12 pies. At the same time, 
the rates on the higdier grades of income^ liable to Super-tax were 
so raised as to work up to a maximum of 4 annas in the rupee 
on any excess over 31 lakhs. 

The following schedide was, accordingly, substituted for the 
schedule to the Indian Income Tax Act, 1918 : 

Kate. 

When the taxable incnine is less tljan Bs. 2,000 .. Nil. 

When the taxable income is Bs. 2,000 or upwards. 

and — 

i\) the total income is less than Bs. 5,000 ... Five pies in tlie rupee. 

(ii) the total income is Bs. 6,000 or tipwards, 

hut IS less tluin Ks. 10,000 ... Six pies. 

(iii) the total income is Bs. 10,000 or upwards. 

but is less than Bs. 20,000 ... ... Nine pies. 

(iv) the total income is Bs. 20,000 or upwards, 

but is less than Bs. 30,000 . . One anna. 

(V) the total income is Ks. 30,000 or iii)wardB, 

but is less than Bs. 40,000 ... ... One anna and two jups. 

(vi) the total income is Bs. 40,000 or upwards ... One anna and four pies. 

The Super-tax schedule was ameiid(>d as follows: — 

(1) In respect of the first lakh of rupees of taxabh 
income- 

fa) in the case of a Hindu undivided family — 

(i) in respect of the next twenty-five 

thousand rupees of taxable income ... Nil. 

(ii) in respect of the next twenty-five 

thousand rupees of taxable income .. One anna in the nipee. 

69 Proceedings of the Indian Legislative Council, 1920, 
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(b) In all other cases — Bate. 

(i) in respect of the first fifty tlionsand 

rupees of taxable income ... Nil. 

(ii) in respect of the next fifty thousand ... One anna in the rupee. 

(2) In respect of the first fifty thousand rupees in- 

come over one lakh of rupees ... ... One and a half annas in the 

rupee. 

(3) In respect of the next fifty thousand ... Two annas. 

(4) In respect of the next fifty tho'isand ... Two and a half annas. 

(5) In respect of the next fifty tliousind ... Three annas. 

(6) In respect of the next fifty thousand ... Three and a half annas. 

(7) In respect of all taxable income over three and 

a lialf laklis of rupees ... .. Four annas in the rupee. 

The iiiiaiicial difficulty of the Governmeat of India continued 
in the following year., and it was found necessary once more to 
levy additional taxation. It was consequently decided, among* 
other measures, to make a further call on the payers of Income- 
tax, and Super- tax. The Government did not effect any alteration 
in the rate of tax payable by persons whose incomes were 
Ks. 30,000 or less a year. But the rate on incomea between 
Es. 30,000 and Rs. 40,000 was raised from 14 to 15| pies, and that 
on incomes above Rs. 40,000 from 16 to 18 pies. At the same time, 
the higher rates of the Super-tax were re-graded, working up to the 
highest rate of 6 annas as against the then existing highest rate of 
4 annas. The combined maximum of the two taxes was thus 
fixed at 5i annas. These two measures taken together were 

70 The actual ratcH were as follows' — 

Income-Tax. Bate. 

A. In the case of every individual, every un- ^ 

registered firm and every undivided Hindu 
family — 

(1 ) When the total income* is less than Hs. 2,000 Nil. 

(2) When the total income is Bs. 2,000 or up- 

wards, but is less than Bs. 6,000 ... Five pies in the rupee. 

(3) When the total income is Bs. 5,000 or up- 

wards, but is less than Bs. 10,000 ... Six pies in the rupee. 

(4) When the total income is Bs. 10,000 or up- 

wards, but is less than Bs. 20,000 ... Nine pies in the rupee. 
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esii mated to produce an extra revenue of 2| crores. There was 
practically no opposition to this particular cdause of the l^'inance 
Bill in the legislature, althoiigh the opinion was expressed that 
the financial necessity for the imposition of additional taxation 
IvcomkTax. Kate. 


(5) When (lie total iiieouie ik Ub. ‘20,000, 

wards, but is less than Kb. 30,000 One anna m the rupee. 

(6) When the total income is Ks. .‘K),000 or up 

wards, but is less than Ks. 40,000 One anna and three pies in 

the rupee. 

(1) When the total income is Ks. 40,000 or up- 
wards ... ... ... One anna and six pies in the 

rupee. 


B. Tn the case of every company, and every regis- 
tered firm, wliatever its total income ... One anna and six pies in the 

rupee. 


SurER-TAX. 

Tn respect of excess over fifty thousand rupees 
of total income : — 

A. (1) Tn tbe‘ case of every company 

(2) in the case of every Hindu undivided family — 

( 1 ) in respect of the first twenty-five thousand 
rupees of the excess 

(ii) for every rupee of the next twenly-hvc 
thousand rupees of such excess 
h In the case of every individual and every un- 
ref^istered firm, for every rupee of the first 
fifty thousand rupees of such excess 
(\ In the case of every individual, every iin- 
re^rihtered firm and every Hindu undivided 
family — 

(i) for every rupee of the second fifty thousand 
rupees of such, excess 


One anna in the rupee. 


Nil. 

One anna in tbc rupee. 


One anna in the riifu'c. 


One and a half anna in the 
rupee. 


(ii) for every rupee of the next fifty thousand 

rupees of such excess ... ... Two and a half annas in the 

rupee. 


(lii) for every rupee of the next fifty thousand 

rupees of such excess ... ... Two annas in the rupee, 

(iv) for every rupee of the next fifty flionsand 

rupees of such excess ... Three annas in the' rupee. 
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had arisen not from any attempt on the part of the Government 
to secure the social or economic development for the country but 
from an erroneous and extravagant policy, both civil and mili- 
tary.^i The rates of Income-tax and Super-tax have not been 
varied since 1922. 

It was in the course of the year 1922 that the law relating to 
taxes on income was consolidated and placed on a more satisfac- 
tory basis. The increasing weight of taxation led to a demand 
for more accurate assessment and, to meet this demand, a com- 
plete revision of the previous Acts was found necessary. The 
provisions of Act XI of 1922 were largely based on the recommen- 
dations of the All-India. Income-tax Committee which had been 
appointed in 1921 to consider questions relating to the taxation 
of income.72 principal changes introduced by this Act were 


Supkr-Tax. Rate. 


(v) 

for 

every 

rupee of the 

next 

fifty 

tho.iSar.d 






rupees 

of such excess 


... 

... 

Three and a 

half annas in 

the 








rupee. 



(Vi) 

for 

every 

rupee of the 

next 

fifty 

thousand 






rupees 

of such excess 


... 


Four annas 

in the rupee. 


(vii) 

for 

every 

rupee of the 

next 

fifty 

thousand 






rupees 

of such excess 



... 

Four and a 

half annas in 

the 








rupee. 



(viii) 

for 

every 

rupee of the 

next 

fifty 

thousand 






rupees 

of such excess 


... 


Five annas 

in the rupee. 


(ix) 

for 

every 

rupee of the 

next 

fifty 

thousand 






rupees 

of such excess 


... 


Five and a 

half annas in 

the 


rupee. 

(x) for every rupee of the remainder of the 

excess ... ... ... Six annas in the rupee. 

71 One member of the Legislative Assembly, however, considered it necessary 
to voice “ the rich man’s grievance,” and expressed the view that the effect of 
the proposed increase in the Income-tax would be ” to kill the desire on the* part 
of the capitalists of the country to enter into industrial and commercial enterprises.” 
{Vide Proceedings of the Indian Legislative Assembly, 22nd March, 1922.) 

72 The Government of India appointed in 1920 committees consisting of officials 
and non-officials in each province. The All-India Committee was appointed after 
the Reports of the Provincial Committees had been submitted. 
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as follows : (i) The income of the previous year was made th^ 
basis of assessment, and the adjustment system was abolished, 
(ii) it was made clear that the tax would be chargeable not neces- 
sarily on income calculated on actual receipts and expenditure, 
but on the income, profits or gains ’’ as set out and defined in 
the Act. It was also made clear that no uniform method of ac- 
counting was prescribed for all tax-payers, and that every tax- 
payer might, as far as possible, adopt such form and system of 
accounting as was best suited for his purposes, (iii) The distinc- 
tion between ‘ taxable income ’ and ‘ total income,* which had 
been introduced in 191(8, was abandoned, and the Act provided 
that the total income ** of an assessee should determine his 
liability to the tax as well as the rate at which the tax should be 
assessed, (iv) No account was to be taken by any income derived 
from a Hindu undivided family by an individual member of the 
family in determining the rate at which that individual member 
should pay Income-tax on his separate income. (v) The Act pro- 
vided that a loss under one head of income might be charged 
against profits under another, (vi) In cases in which there had 
been a change in the proprietorship of a business or profession, it 
was provided that the liability for the tux based on the income of 
the preceding year should attach to the business or })fofession it- 
self. (vii) The organisation of the department was completely 
changed. The Act prescribed that the head of the Income-tax 
department in a province should be known as the Commissioner 
of Income-tax, the appellate authority as the Assistant Commis- 
sioner of Income-tax, and the assessing authority as the Income- 
tax Ofiicer. A Board of Inland Eevenue was created which was 
to be the highest authority in regard to Income-tax, and to which 
the Government of India was empowered to delegate its authority 
under the Act. The appointment of the departmental staff was 
transferred from the heads of the Provincial Governments to those 
of the Central Government, (viii) The Act made it obligatory on 
the Commissioner of Income-tax to refer a case to the High Court 
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on the application of an assessee. (ix) The provisions relating^ 
to the disclosure of particulars regarding Income-tax assessments^ 
were naade more stringent, (x) The Act made it obligatory on all 
employers, including private employers, to collect Income-tax at 
the time of payment of salaries, (xi) Wider powers were given 
to assessing officers in regard to returns, documents, etc. (xii) The 
procedure relating to refunds was siniplified.^^ (xiii) The Act 
provided for relief from double taxation. 

It should be noted here that neither the Act itself nor its 
schedules contained any provisions relating to the rates of taxa- 
tion, which were left to be detennined by the annual Finance Act. 
The Income-tax was confined merely to the basis, the methods, 
and the machinery of assessment, and was thus a purely adminis- 
trative measure.74 The passing of this Act was followed by the 
creation of an expert staff for the department. 

Several legislative measures have been enacted to amend the 
law relating to Income-tax since Act XT of 1922 was passed. The 
most important of these measures are the following: (i) Act IV 
of 1924, which substituted the Central Board of Revenue for the 
Board of Inland Revenue; (ii) Act XYI of 1925, which provided 
for the taxation of sterling overseas pay received in the United 
Kingdom; (iii) Act III of 1926, which determined the liability of 
the Governments of British Dominions to taxation in India in 
respect of trading operations ; (iv) Act XXIV of 1926, which pro- 
vided for the levy of Super-tax at soi^rce on dividends paid to non-^ 
residents and allowed appeals to the Privy Council; and (v) Act 
in of 1928 which contained miscellaneous amendments. Another 
Bill is now under the consideration of the Central Legislature. 

The different aspects of the question of income and taxation 

73 Vide Statement of Objects and Reasons relating to the Income-tax Bill, 
1922; also Sundaram, The Law of Income-tax in India. 

74 This Act, as Mr. Sniidarain points out, also marks the first step in the 
disengagement’ of the Provincial Governments from the administration of central 
sabjeots. 
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were discussed at considerable length by the Taxation Enquiry Com- 
mittee'^® of 1924-25. Their investigations disclosed certain defects 
in the system which are discussed below: The present basis of 
assessment is, as has already been noticed, the income for the 
previous year, as compared with the average of three years which 
is the basis in England. This is open to the serious objection 
that while profits are taxed in every year in which a profit is made, 
no provision is made for the setting off losses against profits of 
subsequent years. The system leads to injustice and hardship, 
and the Taxation Enquiry Committee are right in proposing that 
a loss sustained in any one year should be allowed to be set off 
against the profits in the next subsequent year. 

Under the existing law the charge of Income-tax extends to 
all income which accrues or is received in British India, but it does 
not extend to income which accrues abroad and is not received in 
British India. Moreover, profits of a business accruing outside 
British India are not chargeable if they are brought into British 
India after the lapse of three years. This involves a loss of revenue 
to the State. The Committee doubt whether the loss of income is 
very great and they are afraid that administrative difficulties would 
arise if a change was made. They, therefore, express themselves 
in favour of leaving things as at present. But Dr. Paranjpye 
dissents from the view. 

In order to determine the liability of non-residents, four class- 
es of cases have to be considered, namely, that of persons draw- 
ing in other countries pensions and leave salaries earned in Indiai, 
that of persons resident out of India who draw interest on the 
sterling debt of India, that of non-resident firms which have agents 
or branches in India, and that of owners of shipping resident in 
other countries who do business with India. A cognate question 

7a The Committee was presided over by Sir Charles Todhunter and the other 
members were Maharajadhiraj Sir Bijoy Chand Mahtab of Burdwan, Sir Percy 
Thompson, Sardar Jogendra Singh, Dr. K. P. Paranjpye, and Dr. L. K. Hyider. 
Mr, B. Rama Ban acted as Secretary, 
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is that of refunds to non-resident assessees whose incomes from:. 
Indian sources are liable to a rate less than the maximum. In 
the first case the Committee think that the claims of domicile 
should prevail. But Dr. Paranjpye holds the view that leave 
salaries of persons employed in India should be regarded as hav- 
ing accrued in India, and, therefore, should be liable to Income- 
tax. With regard to the second, opinion is almost unanimous in 
India that the country suffers a loss because Indian Income-tax 
is not deducted from the interest on sterling loans payable in 
London. The Committee express the view that whether interest 
on a loan should be liable to payment of Income-tax or not should 
depend on the terms of the loan, and they advise that in future 
there should be a definite statement in the prospectus as to whether 
Indian Income-tax is to be charged on the interest on the loan or 
not. In regard to the third, the Committee desire to draw a 
line of distinction between a selling branch and a buying branch. 
In the former case, they think that, as is done in England, the 
Income-tax should be assessed on the basis of the profits which 
may reasonably have been earned by a merchant who had bought 
from the manufacturer or producer direct. In the case of a buy- 
ing agency, the Committee are of opinion that the maximum 
which ought to be charged to Indian Income-tax is the extra pro- 
fit made by the establishment of a branch or agency in India. 
The same principle, in their view, should apply if the goods have 
been subjected to some process of manufacture in India after pur- 
chase. In this connexion the Committee refer to certain High 
Court judgments in which the words accruing from any busi- 
ness connexion or property in British India in section 42 (1) of 
Act were so interpreted as to tax not only the profit arising from 
operations conducted in India, but also the profit arising out of 
the sale of goods abroad. The Committee, therefore, recommend 
that this section should be so amended as to limit its operation in 
the manner indicated above. The last class of cases arises in 
connexion with shipping concerns. Beciprocal 'arrangeimente 
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have been entered into by several countries for mutual exemption 
of Incoine-tax payments, but in view of the fact that such action 
would inyolve India in considerable loss with no corresponding 
gain, the Committee are unable to make any recommendation 
in the matter. 

On the question of refunds to non-residents, the Committee 
recommend a change in the law on the lines of English law which 
restricts the privilege of refund to British subjects and certain 
others, and even in these cases to a partial extent. 

The exemption limit in India is at present fairly high; it is 
actually higher than in England. But there are no allowances in 
respect of wife, children and dependents. It was urged before, 
the Committee that provision should be made for allowances on 
the lines of the English law; but in view of the administrative 
difficulty of verifying claims, the Committee recommend the main- 
tenance of the status quo. This seems to be very unsatisfactory. 
The difficulty referred to by the Committee is not really insuper- 
able, and, as is remarked by Dr. Paranjpye, no assessee is likely to 
make a false declaration without being easily found out. Dr. 
Paranjpye’s suggestion that an abatement of Bs. 200 for a wife 
and Rs. 150 for each minor son or unmarried daughter up to a 
maximum of Bs, 950 seems to be a reasonable one. 

Another defect of the present system is that no distinction is 
made in India between earned and unearned incomes. But in 
most advanced countries, these two categories of income are 
treated differently, the reasons underlying such differentiation 
being, first, that unearned income is in its nature more precarious 
than income derived from capital, and secondly, that the whole of 
an income which is earned is not available for spending if provision 
has to be made for old age or for dependents. The Taxation En- 
quiry Committee hold the view that these considerations apply 
with much diminished force in India for two reasons, namely, 
first, that there is no large class of rentiers depending on incomes 
from investments, and secondly, in so far as there is such a class, 
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ll>y far tte greater part of its iiiTestmeiits is in land, and so long 
as income from land escapes Income-tax altogetlier, it would fee 
invidious to impose a differential rate of tax on the small balance 
of investment income that remains. While admitting that there 
is considerable truth in this contention, it may be regarded as 
certain that the time is not distant when the question will have 
to be reconsidered. 

The system of graduation adopted in India is different from 
that in force in England at the present moment. The defect of 
the Indian system is that, in the absence of a provision to meet 
the case, an income just above each limit at which the rate in- 
creases would pay an amount of tax which would exceed the 
amount of tax by an income at or just below the limit by more 
than the difference between the two incomes, and accordingly 
the taxpayer with the higher income would be worse off than the 
taxpayer with the smaller income. This defect is not entirely 
removed by section 17 of the Income Tax Act, 1922. The Taxa- 
tion Enquiry Committee, while admitting the injustice of the 
present, does not consider It necessary to recommend any change. 
This hesitancy on the part of the Committee is much to be d 0 - 
plored. 

In regard to the sufficiency or otherwise of the rates applied 
to incomes of various sizes, the tabular statement prepared by 
the Committee shows that, in the case of incomes up to £600, the 
Indian rates are comparable with those in other countries, and 
that on the largest incomes they do not fall far short of them, 
but that in the case of incomes from £1,000 to £10,000 they are 
decidedly low by comparison. The Committee decline to recom- 
mend any far-reaching change in the scales ; nor do they consider 
it desirable to increase the maximum rates. They, however, 
think that, it would be equitable to make a moderate addition to* 
the intermediate scales, for instance, by applying fhe 9-pie rate 
to incomes from Its. 10,000 to Rs. 15,000, the 12-pie rate from 
Bs. 15,000 to Rs. 25,000, and the 18-pie rate from the point 
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onwardsi They further suggest the exemption limit for the Super- 
tax be reduced to Its* 30,000 and that a new rate of 6 pies be 
levied on the first Rs. 20,000 or part thereof in excess of that 
sum. They also recommend that in the case of a joint Hindu 
family the limit of exemption be reduced to Rs. 60,000, the anna 
rate being applied to the first Rs. 40,000 of excess. 

The provisions for appeal leave considerable room for improve- 
ment. At present the appeals lie on questions of fact to the de- 
partmental officers, while on questions of law a reference can be 
made for the opinion of a High Court. In the former case the 
procedure is open to the objection that the department responsible 
for the assessment acts as judge in its own case. The majority 
of the Committee find considerable difficulty in reconi mending 
the introduction of a system on the lines of the General and 
Special Commissioners in England, and consequently advise that 
the matter be left in statu, s quo. Dr. Paranjpye is of opinion that 
advisory bodies should be constituted in large centres so that an 
assessee may ask that their opinion be taken. On points of law, 
different judgments have been given by different High Courts. 
The Committee, therefore, suggest that an appeal to the Privy 
Council should be provided for.^^ 

With regard to the Super-tax on Companies the Committee 
suggest that the present designation of the tax should be replaced 
by that of a ^ Corporation Profits Tax,' and that the exemption 
limit should be abolished. In this connexion, the majority regard 
as unfair the present practice of charging Super-tax on those 


76 Another suggestion of the Committee relates to the question of secrecy. 
There exist provisions for complete secrecy in the present law relating to taxes on 
income. The Committee suggest a departure from the present practice in two 
respects. First, they urge the adoption of the practice of publishing in the annual 
reports a list of persons penalised for Xncome-tax offences. Secondly, they suggest 
that where a local tax similar to an Income-tax is levied, in order to obviate the 
necessity for a double assessment, the law may be so amended as to permit Income- 
tax officers to draw up lists of persons and sums for which they are liable. 
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Ijarts of a holding company’s profits which represent dividends of 
subsidiary companies already charged to Super-tax. It is not 
right in their view that the same profits should be taxed twice or 
thiice, and they suggest that in futuie these should only be taxed 
in the hands of the subsidiary company. Dr. Paranjpye, how- 
ever, does not agree with this view. 

The (’onimittee make some suggestions for dealing with the 
evasion of taxes on income. These are quite sound and are like- 
ly to ])iove useful if a<*cepted. They rega/d as satisfactory the 
j)resent arrangements for giving relief in respect of double taxa- 
tion betw'een the United Kingdom and India, but they do not offer 
any oj)init)n on lln^ arrangements whi(:h exist with the Indian 
Slates. 

One of the peculiar features of the Indian Income-tax is the 
('xemi)iion of landed incomes. It has already been pointed out 
that incomes (huivcnl from the land were siibjecied to taxation 
when the earlier measures relating to Income-tax were enacted 
but that, in ordcu* to equalise the burden on all classes of the 
]KH)i)le, tli(» income-tax of 188(5 (which was based on the license- 
taxes of 1877-78) was not exteiuh'd to the landed classes as sepa,- 
raie cesses had already been levied on them. These cesses, how- 
ever, Avere removed later. On grounds of equity, therefore, the 
Oommittee see no reason why the landholders should be exempt. 
(\)ming to the (jiiestion of the additional revenue which may he 
derived the Committee are of opinion that it was not likely to be 
very large ; while the administrative difficulties are considered to be 
great. Kor are they disposed to ignore the j)olitical aspect of 
the question. On the whole, the Committee find the situation so 
juizzling that they retrain from making any recommendation with 
regard to this matter. Ilut it is plain to ever v bod v that the j)rob- 
lem cannot be shirked and that the situation Avill have to be 
faced before long. 

Rome of the recommendations of the Taxation Enquiry Com- 
mittee relating to taxovs on income have l^een accepted by the 

F. JO 
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GoTemment and embodied in the amending Acts; others are still 
under consideration. 

The Income-tax has had a somewhat chequered career in 
India. The fact that it w’as an unfamiliar tax made it unpopular 
in the beginning, and the frequent changes which were made in 
the rates helped to add to its unpopularity. The earlier measures 
did not prove successful owing to various defects in the assess- 
ment and the administration of the tax. But by gradual steps 
many of its defects have l>een overcome, and in the course of 
time the people have become reconciled to it. The tax was in 
the earlier days levied to meet temporary emergencies, but after 
a great deal of hesitation and deliberation on the part of the 
authorities it has at last found a permanent place in the financial 
system of the country. Based as it is on ability to pay, the 
Income-tax is no^w regarded by the enlightened ojiinion of the 
country as the most equitable of all the available forms of taxa* 
tion. The revemie it brings into the ])ublic exchecpier is substan- 
tial, if not large, and is expected to expand with the indiisirial 
and commercial progress of the country. 
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TWELFTH SESSION 

BY 

Captain W. J. Ellison 

The Twelfih Scs,sion of the International Lahour Conference 
opened on 3(Hh May and ended on 21st June, Uj29. It was certainly 
one of the most fruitful conferences that the Organisation has yet 
held. Ill spite of a very heavy Agenda it reached agreement on 
all the questions put to it, and in certain directions was singularly 
successful. 

The attendance was a record one. Fifty States out of the 
total fifty-six members of the Organisation were represented. The 
number of delegates was 101 (88 Government, 37 Employers’ and 
36 AVorkers’ delegates) , and the number of advisers was 235, giving 
a total of 390 persons officiiilly appointed to take part in the Con- 
ference. For the first time in the history of the Organisation, 
China sent a complete delegation, a fact that must to some extent 
be attributed to the recent journey of the Director of the Office to 
the East. Brazil, although no longer a member of the 1 .league, 
was also represented by a complete delegation. Turkey again 
sent an official observer. The only noticeable absentee was the 
Argentine Eepublic, which for the first time was unrepresented at 
the Conference. A large number of the South American delega- 
tions, both in the Conference itself and on various other official 
and unofficial occasions during their visit, expressed their deep 
regret at the absence of Argentina; and it is to be hoped that 
next year they will again take their place. 

There was the usual protest on the workers’ side against the 
appointment of the Fascist Worhers^ representative. In addition to 

S35 
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their pievious arguments the workers called particular attention 
to the ii\v\ that the (xeiieral Federation of Fascist ( ’orporations had 
been dissolved during the past year by governmental decree, and 
that this year’s Workers’ representative, Mr. llazza, was not 
elected by any geiKual organisation of Italian workers but by the 
nominations of tlie six National Federations of Fascist Trades 
Fnions. As on ])revious occasions, the Grovernment nomination 
was acce])ted by a majority of the (\)ntereiice. Thei‘e was, however, 
a certain number of abstentions among the (lovernments, including 
those of Great Britain and Germany. Tln^ only other important 
comjdaint against the crcdiuitials of delegates was that against 

the EsfhonKin E s" but his nomination also 

was finally u])held. 

The Agenda of the (inference required final decisions on two 
^jubjects on whi(di a preliminary discussion Irad alrr^ady taktm plac(‘ 
last year; the fixing of (luv'^stionnaries on two subjects that (ame up 
for discussion for the first time; the discussion of a report on Un- 
employment; the examination of the Director’s Rt‘port, the 
examination of the Ro])orts called for under Article 4(XH of the 
Peace Treaty; and certain questions concerning the Standing 
Orders of the Conference, and in particular the constitutional re- 
latioiishi]) between any new ‘‘ revising ” Convention which might 
be adopted in modification of a Convention and the original Con- 
vention. As usual, the Conference divided itself into sej)arate 
committees to deal with each of those ([uestions. 

Of the two (juestions that were due for final decisions, tlie 
first— that of the Prevention of Industrial Accidents — did not lend 
itself readily to the framing of an International Convention. By 
its nature the subject is one on which it is difficult or impossible 
to lay down precise regulations which would he nnifonnly appli- 
(*able in all countries. The matter, however, was gone into very 
thoroughly hy a large committee^ under the (chairmanship of Sir 
Malcolm Delevingne, and a very full Draft Recommendation was 
adopted consisting of twenty-three Articles. The Recommendation 
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contained three sections, the first dealing with scientific 
resell rcli into the causes ot indnstiial accidents and the 
means of their prevention; the second witE various methods of 
securing co-o])eration between the different parties interested, and 
the third indicating a number of principles for incorporation in 
national laws or regulations. Considerable importance was attach- 
ed to the principles of the Safety First movement, and, 
throughout, em]ihasis was laid on the fact that workers as niu(‘h 
as employers and (jovernments were interested and should co- 
operate in the means of jireventing industrial accidents. The most 
vexed (luestion that the Committee had to decide was whether the 
Ilecommeiidaiion should be made to cover agricultural as well as 
industrial accidents. The workers were particularly interested in 
this extension of the field of ajiplicafion, and the text asks each 
country to consider how far it is possible to apply the Becom- 
mendations to the ])revention of accidents in agriculture. 

On one asjiect of industrial accidents the Conference was able 
io ari’ive at a more definite conclusion. It adopted a Draft 
reafiori to the (\ffccf that wlfCtr pacha (/(\s to he transported hp 
rc.s.srl.s ireigh more than one lon (1,(KK) kilogrammCvs) their treigltt 
should he indtc(fted on the jiackage. The (jrovernment of ilie 
country from which the package is consigned should be responsible 
foi seeing that this is done. The Employers^ group were not able 
to vote for this Convention, which they felt had been insutficiently 
('xamined and might lead to difficulties with regard to the respon- 
sibilities of (jroveinmcnts. Tliey felt less reluctant with regard 
io the general Eecommendation, which was adopted by lOO votes 
io 12. The Confeieiice also adopted a Recommendatiou concerning 
respomihihty for the protection of power-dri ren ituichinerip which 
hiys down that the responsibility for the equipment of machinery 
n ith safety appliances, while resting primarily with the employer, 
also devolves on persons who supply machines to the employer, 
and instal them in his workshops. 

With the other question that was up for final decision the 
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Oonference was able to deal more fully. A Draft Oonveution of 
thirteen printed pages was adopted on the subject of the Preven- 
tion of Accidents to Worlers engaged in. the Jjoading or Urdoading 
of Ships, This Convention treats in great detail with such techni- 
cal matters as hoisting machines and gear, the effective protection 
of motors, chain and friction machinery, live electric conductors, 
cranes and winches. It prescribes measures for the avoidance of 
dangerous methods of stacking and stowing cargo, deals with the 
height of fencing, etc. It is in fact a systematic effort to arrive 
at detailed international regulations covering the measures to be 
adopted for securing the safety of dockers when engaged in loading 
or unloading wships. While it easily obtained the necessary two- 
thirds majority in the Conference, a (*ertain number of employers 
felt obliged to vote against the Convention on the ground that it 
was unduly detailed. In this connection, however, it should be 
noted that the value of a Convention which confines itself to 
general (questions of principle is considerably decreased by the 
latitude which it may allow for variety of interpretation. It is in 
fact a common criticism of International Ijtibour Conventions, and 
in particular of the Washington Eight Hours’ Convention, that 
iheir ])rovisions allow of various interpretations by different 
countries. It will be generally agreed that, in spite of the difficub 
ty of arriving at exact uniformity of regulations in different 
countries, the drawing iij) of very precise and detailed conventions, 
it a fault, is a fault on the right side. 

The Committee which dealt with this question sat throughout 
the Conference, and held a very large number of meetings. On 
the workers’ side Mi*. Ilarnest Bevin, Secretary of the (leneral 
Transiiort Workers ’ Fnioii, played a prominent ])art, and his very 
complete knowledge of the subject and long experience undoubted- 
ly helped coUvsiderably towards the framing of an agreement which 
may be regarded as one of the most complete and detailed con- 
ventions yet adopted by the International Labour Organisation. 
The Convention was followed by two liecommendutions, which 
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Call attention to certain principles whose adoption would facilitate 
the application of the convention in different countries, and in 
particular the utility of ‘ certificates of equivalence ’ ; while a 
Kesolution invites the Governing Body to conrider the possibility 
of appointing an inter ii at ionat technical Committee to work out 
a ukkIcI set of regulations on the ];rotection of dockers against 
accidents. 

Both the questions that came before the Conference for first 
discussion opened up a new field for the Organisation. On the 
question of Forced l^abour the Conference was able to reach a 
very satisfactory decision. Jt decided by a vote of 101 to 15 to 
l>lace this subject on the Agenda of the next Conference. In this 
connection it drafted a very full Questionnaire, the first question 
of which raises the general principle of the complete abolition of 
forced labour as soon as practicable. It is true that the Workers’ 
group in a minority report stated that in their view the question- 
naire that had been adopted by the Committee was rather in the 
nature of a defence of forced labour (under certain necessary safe- 
guards) than an effort to abolish it entirely. They obtained very 
ctnsiderabJe satisfaction, however, in the text as ii was finally 
accepted. The Questionnaire in fact provides merely for the regu- 
lation of forced labour during the transition period which it is 
generally felt must elapse before it can be entirely abolished. The 
suppression of forced labour for private purposes was admitted 
by all persons concerned. Three further questions of principle, on 
which the workers were not able to obtain satisfaction in the Com- 
mittee, were accepted by the Conference, i.e., the questioning of 
Governments as to whether persona engaged on forced labour should 
have the right to organise, as to whether their hours of work should 
lye limited to forty-eight in the week and eight per day, and as to 
whether there should be a special body appointed by the Organisa- 
tion to examine the application of any decisions that may eventual- 
ly be reached on the subject. Moreover, a very large number of 
delegates, including the British Government representative, sj)oke 
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strongly in favour of the workers’ thesis, and made it quite clear 
that it was only because they felt it impossible to ask Govem- 
nieiits to abolish all foresee! labour both for public and private pur- 
poses immediately, that they put the Questionnaire in its present 
form. 

On the whole it will be agreed that in this connection the 
(Conference did a reTiiarkable piece of work. The subject is entire- 
ly new as regards international regulation, and it is necessarily 
complicated by quesiions of race, colour and colonisation. While 
the interests of capital are frequently opposed to the mentality 
of native communities, the development of large areas of the 
world's surface is admittedly in many cases impossible at present 
without recourse* to forced labour. From every point of view the 
(Coiderence can be congratulated on having successfully tackled 
this difficult question and framed a Questionnaire which will no 
doubt lead next year to the adoption of inteniational regulations. 

The other question, that of the leguluiion of the Cotidifions of 
W orh‘ of Sojoried Emplojivca, is complicated, and not only by tlie 
technic’al difficulty of defining exactly what categories of worker 
can be covered by the term salaried employees,’’ but also by the 
general difficulty of precisely regulating the hours of work of any 
category of employee. The Employers’ group was opposed to the 
study of the question. They felt that the time was not yet rii^e, 
and that in view of its experience in the matter of the Washing- 
ton Hours’ Convention and of the regulation of hours of work at 
sea the Conference was unwise to embark again on so ambitious a 
proposal. Th(* British (rovernment suggested as a (*omproniise 
that the scoi)e of application of the questionnain* should be limited 
to shop assistants and the distributive trades. In the final resort 
howevei', a (Juestioiinain* was ado})ted leaving oj)en the question of 
the final acceptance by the next Conference of a Draft (\mvention 
or Recommendation, and providing an oi)])ortainity for Govern- 
ments to state in the meantime in the fullest i)ossible manner what 
in their view should be the sco])e of the Convention or Recom- 
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inendation and to what classes of workers or to what establish- 
ments it should be held to apply. 

On the subject of Unemployment the Special Committee that 
was appointed to deal with the Office Report succeeded in drafting 
a Resolution which falls into two parts The first recognises that 
the question of unemployment is closely dependent on economic 
and currency problems which fall more directly within the scope of 
activity of the League of Nations. It consequently asks the Office 
to continue its study ot the unemployment question from this angle 
in consultation witli the appropriate organs of the League, and in 
j)articular to look into the effects on unemployment of the increase 
in ])opulation, the developinert of new industries and the rationali- 
sation inoveiuent. It recognises that in order to do effective work 
if is necessary to limit the enquiry to specific industries; and calls 
on the OlHce to deal with two industries in which the unemploy- 
ment problem is particularly acute, and on which a considerable 
amount of information is already available, i.e., the coal-mining 
and textile industries. The second part of the Resolution invites 
th(» (xoverniiig Rody to consider tin' ])ossibilitv of placing the ques- 
tion of }( nPin jjloyrnejtt in the coaJ m/nc.s on the Agenda of a future 
Session of the International Labour Conference, and if possible on 
the 1930 Agenda. It is satisfactory to find in the first place that 
the International Labour Conference did not risk the reproach of 
meeting at a time when unemployment is rife in so many coun- 
tries without making a further effort to take into consideration 
a ]>r()blem of such first importance to the worker; and secondly, 
that the Resolution adopted suggests fields of study which may be 
h()i)ed to b(' of ])ractical and not academic value. 

But to the serious student of the history of the Organisation 
one of the most efieciive pieces of work accomplished by the Con- 
ference was undoubtedly the adoption of the regulations governing 
the machinery for the rerision of International iMhovr Convcn- 
tionif. It will be remembered that every Convention that has so far 
been adopted by the Organisation contains an Article providing 
F. 11 
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for tile revision or modification of the Convention, if necessary^ 
after ten years’ experience. As the time for the efiective appli- 
cation of this clause in the case of the Wavshington Conventions 
is at hand, the Governing Body and Conference were obliged to 
discover a means of putting it into effect without risking the des- 
truction of the whole framework of in tei national labour legislation, 
which has been so carefully constructed. The workers’ group in 
particular felt that the ratifications so far obtained might easily 
be rendered worthless by ruthless revision. After long and com- 
plicated discussions, regulations have now been established under 
which any future revision may be limited to specific points in the 
Convention fixed in advance by the Governing Body. This apj)a- 
rent limitation of the soveieignty of tin* International T/abour Con- 
feren(*e is justified by the duty devolving on the Governing Body 
under the terms of the Peace Treaty to fix tln^ Conference Agenda. 
Any fear of a complete breakdown in the machinery or a sudden 
cessation of international social obligations through the revision 
of Conventions has thus been etfectively dissipated, and the futuie 
history of the Organisation will doubtless show the importance of 
these decisions. 

The work of one other Committee calls for special attention. 
Under Article 408 of the Peace Treaty, countries are obliged to 
render every year a report to the Inteinalional Labour Office on 
the application in their country of conveniions ratified by them. 
Three years ago, on the insistence of the British Government, a 
special Commitlee of experts was appointed to examine these re- 
ports and present them to the Conference. This Committee had 
already last year drawn attention to tlie necessity of following 
more closely, not merely the legislative measures adopted, but also 
the practical application of these measures in the different coun- 
tries. This year the Committee dealt with many points arising 
out of cases in which countries had given insufficient information 
with regard to the actual application of conventions ratified by 
them. It is perhaps improper to use the word criticism ’’ of 
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(joveininents in thin connection. In any event the tendency to ask 
Governments to state more clearly the precise measures they have 
adopted towards the effective administration of international agree- 
ments to which they have pledged their countries^ word, can only 
be welcomed, especially when, as was the case thivS year, such re- 
quests for additional information are directed not merely to the 
smaller countries, but also to Great Britain and other nations of 
the highest industrial importance. 

As usual The Ammial Newport of the Director of the Interna- 
tional Labour Office gave rise to an interesting discussion, which 
occupied the greater part of seven sittings and constituted a most 
useful exchange of views. Some sixty speakers representing 
Governments, emj)loyers or workers in more than thirty countries 
took part, and eight different languages were used. The debates 
were much facilitated by the adoption of the simultaneous tele- 
phonic interpretation system, which had been considerably improv- 
ed since last year and enabled interpretations to be given in four 
or Sve differeni languag(\s during the actual speeches. 

The Conference also adopted a number of Resolutions dealing 
with such varied subjects as the organisation of work in sheet- 
glass factories on a shift basis; the rights of foreign workers in 
connection with insurance against old age, invalidity and death; 
the underground work of women and young persons; equality of 
treatment between national and coloured foreign workers; the or- 
ganisation of white and non-white workers in countries where 
non-white Avorkers are in the majority; an examination of the ob- 
servance by States of their obligation under the Treaty to bring 
Conventions and Recommendations before the competent authorities 
within the prescribed time-limit; the recruiting of bodies of 
workers for employment abroad, and the possibility of increasing 
the obligation on ‘ special ^ countries such as India and Japan in 
the event of any revision of the Hours Convention. Reference is 
made elsewhere to the Tlnemployraent Resolution, Mr. Jouhaux's 
budget Resolution, and Mr. Oersted’s Resolution on the Conference 
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machinery. It should be noted that many of these Eesolutions 
call for special investigations and reports by the International 
Labour Office, and consequently impose further burdens on its 
staff. 

Perhaps for the first time the Office wns intimately concerned 
with at least one political question. The British Parliamentary 
elections took place during the opening week of the Conference. 
Within a few days a declaration was made by Mr. Wolfe on behalf 
of the British Government to the effect that His Majesty’s Gov- 
ernment intended to take steps to ratify the ^Vff^ihini/ion Eight 
Bonn' Convention. This decdaration was w^elcomed by the Con- 
ference as putting an end to a state of uncertainty under which 
the Organisation had laboured for many years. With regard to 
the Hours Convention, it marks the beginning of a new era; and 
w^hatever may be the exact method by which the new^ Governm(*nt 
endeavours to redeem its electoral pledges — ^and there is no doubt 
that the Labour Party’s support of the International Labour Or- 
ganisation, with the promise to ratify the Hours’ Convention, 
played no unimportant part in the recent General Klection — ^it is 
certain that a fresh impetus has been given not merely to the 
Eight Hours’ question itself, but also to the prestige of the Organi- 
sation as a whole by the British Government’s declaration. 

It is also a matter of some political importance that the (Con- 
ference unanimously appointed, on the motion of the French and 
British (Governments, Dr. Heinrich Jhauns^ for many years 
Minister of Labour of Germany, to ])reside over its gathering. 
Nor should the exceedingly able chainnanship of Mr. Valdes-- 
McndeviUe, Government representative for Chile, who j)iesided over 
the business or steering Committee of the Conference and who was 
largely responsible for the final wrording of many of the Resolutions 
adopted, go without mention. 

While there is still perhaps too miudi of the group spirit both 
in the Committees and in the Conference votes, it would be a mis- 
take to say that this system was exaggerated at the present Con- 
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ference. The structure of the Organisation and the Standing 
Orders of the Conference make a. group system obligatory. This 
system only becomes dangerous when majority decisions are 
slavishly followed by all members of the group. One charge 
might, however, be laid against the Conference, i.e., that its 
Agenda was over-heavy. No doubt the number of social and indus- 
trial problems calling for international action make it exceedingly 
ditficult for the Ooverning Body to limit the Agenda beyond a 
c ertain point ; while the workers have a legitimate right to see as 
many subjects dealt with as possible. Bfut the number and im- 
l)ortance of the questions that had to be dealt with this year in 
the space of three weeks involved an exceedingly heavy strain on 
the meml)ers of the staff. Not only does the Conference do 

its work more thoroughly than it did in the past, but the produc- 
tion of simultaneous telephonic interpretations of the debates in 
Conference, and the additional translation into &erman as well 
as French or Kiiglish of almost all the speeches in Committee, enor- 
mously increase the work involved. Tributes were lavishly 
showered on the staff for their efficiency and devotion. A more 
j)ractical method of demonstrating their gratitude would perhaps 
be for Governments to allot a larger sum to the Office for staff and 
(yonference purposes, and to insist that the natural desire of dele- 
gates to return as soon as possible to their own countries should 
not involve an altogether unjustifiable overworking of the staff 
who assist them to carry out their duties. 

In his rei)OTt on the prevention of industrial accidents, the 
Chairman called attention to the difficulty of arriving at satis- 
factory conclusions with a Committee of 68 members. The Com- 
mittee on the Conditions of Work of Salaried Employees actually 
(ionsisted of 78 members. A decision reached by the Conference 
on the report of its Standing Orders Committee to limit the first 
discussion of items on the Agenda to the fixing of the specific 
points to be submitted to Governments for their consideration, 
without deciding the exact text of the Questionnaire, is undoubted- 
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ly a step in the right direction. So also is a Resolution adopted 
hy the Conference on Mr, Oersted^ s proposal that the Governing 
Body should consider means of regulating the proposing of Resolu- 
tions by delegates. But it is to bo hoped that further consideration 
will be given to the task of lightening tlie labours of the Conference, 
and that in this connection full account will be taken of a Resolv- 
tion put forward, by Mr, Jouhauw, calling on Governments to keep 
their budget restrictions within the limits dictated by the increas- 
ing development and needs of the Organisation. 

Towards the end of its procee^lings the Conference ran the 
risk of being involved in an important political discussion arising 
out of a Rasolulion put forward by Mr. Tchou on ladialf of tlie 
Chinese Government, and calling attention to the difficulty his 
Government exx)erienced in enacting labour legislation so long as 
there were within its tt^rritory foreign ‘‘ extra-terriloriul districts 
over which it had no legislative^ control. An able statement of tlie 
case was made by Mr. Tchou, and while his Resolution did not 
receive the necessary number of votes for a quorum to be reached, 
since a large number of Governments abstained, at any rate it was 
not opposed. Mr. Albert Thomas in his closing speech assured 
Mr. Tchou that he could count on the International Labour Organi- 
sation to do everything in its power to assist the Chinese Govern- 
ment in its endeavours to improve the labour conditions of women 
and children in their country. 

The Twelfth International I^^bour Conference undoubtedly 
marks a fiirthei' stop, as was declared by Mrs. Kielsbery, Nor- 
wegian GovernnHUit delegate and t^hairnian of the GoveriiTuent 
group, in the promotion of international co-operation and thus in 
the achievement of international peace and security. 
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It has been recognized from time immemorial that owiiersliip 
is economically more beneficial than tenancy and this has been 
repeatedly asserted by such agricultural enthusiasts as Arthur 
Young, the author of the oft-quoted saying that the “ right of 
private property turns sand into gold.’’ (Jf late, however, even 
such a confirmed belief has been questioned. All that the culti- 
vator cares for, it is said, is a degree of security high enough to 
assure him the fruits of his labours. Fair rents are essential and 
a certain amount of fixity of tenure also, but free sale, they say, 
is a right which adds nothing to economic efficiency and is not 
necessary to call forth the best efforts of the cultivator. It was 
urged, for instance, by a Departmental Committee of the Agri- 
cultural Ministry in England which considered the question of 
small holdings, that no large percentage of those small holders 
expressed a desire to purchase their holdings except as an alter- 
native to leaving them altogether, because they h6ld land on fixed 
rents and their tenure is secure only so long as they fulfil their 
contracts.^ According to Mr. Urwin, not only are these small 
^holders reluctant to purchase their holdings but “ their desires are 

S' 

lentirely in the opposite sense. ”2 Yet many small holders forcibly 
pdvocated before the Selborne Committee on Agricultural Policy 
1^1918) the drawing up of a scheme for enabling tenant farmers to 

1 Report of the Agricultural Policy Sub-Committee (1920), p. 63. 

2 The Land Question, The Highway, February (1928). 


247 



P. J. THOMAS 


^48 

purchase iheir farms whenever opportunity offered and many ex- 
pert witnesses also supported that contention. 

No doubt in the case of some people tenancy, if sufficiently 
secure, may lead to as high a degree of production as peasant pro- 
prietorship, hut it is (‘eitaiii that in the great majority of cases, 
ownership is a far stionger incentive to industry than the most 
secure form of tenancy. Indeed there aie peopile like the “ Dig- 
gers ” of the Puritan days who w^ould consider it a privilege to 
\vork hard on (lod's eaith, to whomsoever it belongs; and T know 
a specific case of a tenant who put up on a plot of land impiove- 
ments wortli Bs. 10,000, although hy the tenancy deed he was 
entitled to a compensation of only Bs. i,0{K) on handing over 
his property. But these are exceptions, and human nature re- 
maining what it is, it seems fairly certain that the owner would 
he a more assiduous improver than the tenant. And we have 
to add to it the high social and moral value of peasant pi'oprietor- 
ship, which no economist or statesman can afford to neglect. * 
The conviction of the successful agricultural nations also (‘on- 
tirms this view\ Denmark wdiich is to-day perhaps the most 
prosperous agricultural country in the world has openly declared 
that the system of ownership is the most influential of the causes 
of her prosperity. Such is the view’ also of France and Germany 
wdiich put much faith in agriculture. Except in Britain, Belgium, 
Holland and Germany east of Elbe, the great majority of culj||^- 
vators own their land. It is true that in England many tenant 
farmers have lately purchased their farms and if there has not 
been a stronger desire among English farmers to i)urchase their 
farms, it is not due to the preference of tenancy to ownership, 
but to quite other reasons— ])eculiar conditions applicable only to 
England— which need not be detailed here. Nor is England le- 
maining where it was, seeing that since 1918 the area of agricul- 
tural land which is owned hy the persons occupying it has risen 
from 10 per cent to nearly 30 per cent of the whole.3 


3 Orwin : loc, cit. See also Nourse, Agricultural Economics, pp. 648-50. 
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II 

There are certain other considerations which have to be taken 
into account when comparing the effects of tenancy and owner- 
ship. One of them is the nature of tlie use to which land is put. 
If tlie cultivation consists of annual ciops, if more substantial 
improvemerrts are not essential for the kind of cultivation, either 
because of the nature of ihe crop or because a third party like 
(iovernment will provide special facilities water in irrigated 

areas), then it matters very little whether land is cultivated b.' 
the owner or the tenant. But if (uiltivation entails (‘apital ex- 
penditure on substantial improvements whose return will only 
accrue after a long time, if that retuin is sul)je(‘t to the risks aris- 
ing from slumps and market fluctuations, and it it will take 
many years tor the full return to accrue as in the case of fruit- 
trees, cocoa, coconut, rubber and even tea, long-period ];ossession 
approaching to ownership is necessaiy to call forth the most etti- 
(‘ient cultivation; for, otherwise, the tenant is not likely to take 
the trouble. Quite possibly, a generous law of compensation for 
improvements might go a great way, but this cannot radically 
improve the inherent defects of tenancy. 

There are indeed certain good tenant crops,’* in the cuvse 
of wdiich tenancy might perhaps lead to as efficient cultivation as 
ownership.^ In the Ignited States, cotton, lice and lobacTo are 
generally considered such. They aie annual (uops and the manur- 
ing and tending necessajy are generally exhausted after a crop or 
two. Even liere, OAvneiship has greater advantages than tenamy, 
for although the cropping is annual, there are various ways oi 
special tending which cumulatively do much to increase the yield, 
and in many cases some provision foi’ peiniaueut improvements 
must be made eA^en in the case of tlie best laud. Tills is (|uite 
familiar to us in jiaddy cultivation in this country. Renee the 
deep concern at ihe menacing drift towards tenamy which 
American economists and sociologists are expressing at the increase 

4 Tlw Ijiiml and the Nation (Liberal Latul Report), j). dlS. 

F. 12 
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of teiianry in the Eastern Stales from 25 per cent to 38 per cent 
between 1880 and 1920. The prevailing opinion in America 
seems to be that the increase of tenancy is resulting in inefficiency, 
and hence the increasing legislation on the subject. 

Much greater will be the inefficiency resulting from tenancy 
wliere garden cultivation is resorted to. This point has been 
noted in Eiirope in conned ion with fruit trees and market garden- 
ing, but certain classes of planting in our country lecpiire much 
more protiacted activities extended over a period of many years, 
and even after the crop comes into bearing, careful tending will 
})e necessary at the appropriate seasons every y(^ai‘. A (*o(*onut 
tree, for instance, begins to bear Iruit only in the eighth or ninth 
year, and the maximum yield comes much later, and it may 
continue to yield for a whole lifetime if properly tended. Mow 
will a tenant feel the secinity necessary to resort to such eluboiate 
planting if his property rights are not altogether secure!^ llem^e 
the great urgency of this piohlem in our own country. 

Ill 

The above facts may be demonstrated from actual conditions. 
T liave instituted a preliminary statistical comparison of the eco- 
nomic results of tenancy and owneiship in respect of paddy fields 
and garden crops. I took for (omparison ten plots of paddy land 
and ten plots of gaideii land (compounds) of each category (/.e., 
freehold and tenancy) in a West (Amst village familiar to me, and 
collected in each case statistics ]‘egardiiig the amount of capital 
invested, the state of imj)rovements, the outturn from cultivation, 
etc. The results may lie thus summarized. 

In the case of jiaddy fields which are in a fully developed 
state, the difference is ih) 1 very striking. There is no appre(*iable 
difference between freehold and tenancy lands in regard to the 
extent of investment or the state of })roductivity. If the acreage 
yield differs between the plots, it is not so much by tenurial 
reasons as by differences in fertility and other natural facilities. 
In the case, however, of fields requiring substantial improvements 
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by way of clearing, digging or opening of channels and preserva- 
lion of waterways, the position is not so simple. A tenant who 
has no secure interest in Ihe fie’lds he (uiltivates will not spend 
money on such long-standing improvements. Therefore when 
tenants cultivate such fields, the results of cultivation are bound 
to be less encouraging than when the owners themselves do the 
cultivation. 

Tn the case of garden lands, this ditference is even greater. 
Whilst the freehcdd gardens are thick with trees bearing valuable 
fruit and are most carefully walled and cleanly kept, the tenancy 
plots are under annual ciops which exhaust the land too soon. 
The freehold gardens are mostlv coconut topes or pepper gardens, 
and the tenancy plots aip mostly under ginger, tapicwa, grain 
and other annual crops and are mo'^tly unwalled and carelessly kept. 
One can almost say by the look of a compound on the West (V)ast 
whether it is freehold or leasehold. Indeed the leasehold lands 
also give sometimes a decent net return, Imt they soon get exhaust- 
ed and then the tenancy may cease, and the landlord may wait 
for long till he obtains another tenant. 

Kv^ui when land is not employed for fruit g’ardening or other 
tree (U'ops, the same difficulties may be felt. To quote an exami)le 
given by Mr. Orwin : — ‘‘ A tenant may be willing to ])ut up a» 
wind-engine to pump water required on a farm where bullock 
feeding has given place to milk production, for he knows that he 
can remove it on quitting. !hit if the provision of a water supply 
for the cowshed and cooling-room involvestalso the sinking of a well 
and the purchase and laying of water }>ipes as well as the erection, 
he may hesitate to embark on the improvement, well knowing 
that all this part of his outlay will *be lost when he (juits. Thus 
the economic development of his farm is held up, because the land 
cannot or will not lay out the needed capital and because the tenant 
will forfeit the cost of tlie works if he executed them himself. 
Those of us who have let our land or taken land on lease, must 

5 Agricultural Tribunal (Final Report), p. 309 (Appendix, Orwin), 



252 


P. J. THOMAS 


have perceived by actual experience the i)8ychological basis of the 
above conclusion. 

In England and in most European countries, van’ous devices 
have been resorted 1o to counteract tlm evils above set forth. 
The most usual way is the granting of compensation. Specific 
statutoiy enactment was needed for ibis in England, because com- 
mon law allows the landlord the reversionaiy riglii to the improve- 
ments on liis land and this is supported by the ancient maxim 
Quidquiil solo phuhtatur, solo red if. The first legal enactment in 
tin's direction in England was the ]\larket (hardeners’ (’ompen- 
sation Act of 1(S95, but this safeguarded only the maiket gardener 
and even tins was ])artial as the landlord became reluctant to mark 
out much land as market garden. In the Kvesham District of 
Worcestershire there is a (ustom, called the Evesham Eustom, 
which has the effect of law, and whicli scc’ures to the tenant what- 
ever he has jdaiited in the way of fruit trees, etc;., to the extent 
tliat when lie leaves the farm he has the right to find a new tenant 
who will be willing to pay him compensation. If the landlord 
does not accept the new tenant, he has hinistdl > 
outgoer.^ 

IV 

The people of the Malabar Coast have tried to solve the prob- 
lem by a method almost soi grnerisj The Konoin tenure of 
Malabar is fairly well known and does not require an elalnjiate 
explanation from me. The essential point to be borne in mind 
about this temne is that land is let to a tenant for a period of 
twelve years. The tenant pays a huootn or deposit to the land- 
lord, and a lease is thejeiipon executed in his favour. This lease 
lasts only for twelve yeais but in practice, it is successively re- 
newed on payment of the juescribed fees, and many such leases 
have lasted for (‘en^uries without any change, so mu(‘h so that the 

6 Agricultural Tribunal (Final lieport), p. 38 and ))|). 310-Jl. 

7 This tenure obtains not only in Malabar J)iHtrid, but in the States of Trj^van- 
cnre and CocJjin. 
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tenant cultivates his laud, builds houses, and makes permanent 
iuiprovenieTiis as if the land belong-ed to him, and he could even 
sell the I'diiom riohi to others at a fairly hi^h price. Of late 
years, there has been a tendency for such leases to he terminated, 
especially in tlie Malabar District, but on termination of the lease, 
the tenant is entitled to his kanom amount and for (‘ompensation 
for the improvements effected by him (which latter is regulated by 
the Tenants’ Impr<»vements Act of 10(10). Whether the kanoin 
system is in the natuie of a lease or mortgage is a (juestion that 
does not concern us here; nor need we look into the various minor 
iiH'idents of kfinoni, such as the payments in kind and the semi- 
feudal dues whi(‘h the tenant has got to ])ay on special occasions. 
We are only (*oncerned here with the e(*onomic incidence of this 
tenurial system. 

It is clear that the kaiHipaffam is an arrangement devised 
to suit the spe(‘ial economic and social conditions of Malabar. 
The land of Malabar is among the most fertile in India and from 
time immemorial, Malayalis have been pioducing for export such 
commodities as pepper, (‘oconut, cardamoms, areca-nuts, etc., 
much valued all over the world. All these are tree-crops recpiir- 
ing many years to laise and involving incessant tending and prun- 
ing. The landlords of Malabar have always been mostly the 
Xambudiri Brahmins and high class Nairs, and both these castes 
had functions set apart for them in Malabo]' society which pre- 
cluded them from the work of cultivation. The Nambudiri per- 
foimed his leligious duties and the Nair engaged himself in mili- 
tary pursuits or royal service. Themselves thus preoccupied, they 
had to find people to raivSe tlie products that foimed the wealth 
of Malabar and they had to give sufficient inducement to their 
tenants to do all tlie laborious tasks involved in raising perennial 
(*ro})s like coconut, pepper and areca-nuts and in turning filthy 
marshes into clean, grain-bearing fields. To provide such an in- 
ducement, the kdtwm system was gradually evolved by the inge- 
nious Malayali, and later om it was fathered on Parasurama, the 
traditional founder of evei’ything peculiar to Malabar, 
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The io be ascertained is, to wluit extent has this object 

of hn\om tenure been fnlfilledy This cannot be determined by a 
f?enenil comparison b'ehveen Malabar and the iieiohbouring: dis- 
fri(‘ts, because the prevailing (*onditions differ materially. Kather 
ii ivS necessary to institute a comparison 1 etween the freehold and 
I'it'thotn holdings in tlie same lof*alitv eiiioving similar facilities 
and labouring under similar difficulties. 

In attempting sucli a com])arison, we have to draw a distinc- 
tion between ])addy fields and gardens, as above noted. Paddy 
fields are mostly held on the kauom or vertnnpaftain tenure and 
the gardens may be on the kuzhihunoin tenure as well. In this 
latter system, the tenant tabes a plot of land for twelve years, 
during Avhich he ])ays hardly am thing and invests his money in 
planting co(*omit, aie(‘a-nut, jakh and other fruit trees. On the 
expiry of the ])eiiod of lease, the landlord may re(‘Over the 
garden by paying compensation for imjjrovements or may renew 
the lease on yjayinent of the ])rescrihed fees. 

Prom the statistics T have gathered, it is clear that the 
knnom tenure vorks at its best in the (*ase of ])addy fields, which 
have been under the phmgh for generations, for, as has been 
already explained, whatever money the IfnWwdnr spends on cul- 
tivation will come I ack to him within the same year or in the 
next. It therefore ha])])ens in certain specific (\ases that the re- 
turns from and freehold lands aie nearly ecjiial. 

This, however, does not represent the whole truth. A good 
]'o]’ti( n of the ])addy fields of Malab'ur is imperfectly o]HMU*d U]) 
or retpiires permanent iminoveinents in the shape of water channels, 
builds, ])nnds or wells; and the hmomflar, in spite of his twelve- 
year tenure, cannot have sufficient incentive to make such im- 
provements. Nor is the Malabar jcinni (nnlike the average Eng- 
lish landlord) in the habit of shouldering such responsibilitv him- 
self. Had the hniowdurs been cultivating the fields themselves, 
such improvements would pcrha])s be made to a great extent, but 
cultivation is generally carried on by rerwmpaftam. tenants on 
short-term lease, The necessary consecpience ivS that the actr^aj 
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cultivator has hardly any personail interest in making even the 
improvements needed for resisting the inevitable tendency to di- 
minishing returns. Indeed many /<annm<Uirs have in the past 
made permanent imi)rovements, but in the circumstances now 
emerging this may bet'onie comparatively lare. 

Thus the k'onoiii system, although at its best in field culti- 
vation, has not proved itself fit even in that sphere. But the 
results are much worse in the case of gaiden cultivation. The 
liUzhikanorn runs only for 12 years, but the yield from coconut 
begins only in th(» eighth or tenth year a?i(l (oiitinues for forty or 
fifty years, if properly tended. Tnless a high degree of security 
is provided, it is too much to expect that a kuzlnkaiionidar would 
put forth his best eneigies to improve his land, and the inevitable 
result is under-(‘ultivation. Indeed the provision of compensation 
may (dieck this ten(len(*y, but this is not always a sutficiently 
strong check. Human iiature remaining what it is, we cannot 
expect a man to uork liaid, unless the fruits thereof are assured 
to him and his. 

No great statisti(*al evidence is necessary to prove the above 
point. Yet, it has been stated that (*o(5onut cultivation has 
increased in Malabar, that much waste land has been brought 
under cultivation, in spile of the deleterious effects of tenancy 
system.® Indeed it is inevitable that the })ressure of population 
in a non-indiisti ial (H)untry should bring waste land under cultiva- 
tion and that when any crop oecomes profitable more land should 
come under it. But has this impiovement been commensurate 
with the opportunities offered I-" Two kinds of comparisons are 
necessaiy to determine this: (1) How does the kdnorn land in 
any locality compare with the adjacent freehold land? (2) How 
do kanom regions as a whole compare with freehold regions? 

It has been shoun in the foregoing pages how different plots 
of land in the same region sliow different levels of productivity. 

8 See, for instance, Mr. H. B. l^ate’B ‘Minute of DisBent ’ in the Report of 
the Malabar Tenancy Commttieej pp. Bf — 85. See also the Majority Beport. 
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Indeed kunom land is better utilized than rerurnpattam land, but 
it can by no ineaiis compare with freehold land cultivated by ryots. 
The difference in the number of trees does not tell the whole tale. 
AVe have also to note the oradual delerioration of hanovi land by 
wasteful forms of tillage, by the incessant raising of annual cro-ps 
of an exhausting nature which ovner cultivatois would resort to 
with reluctance. Indeed some trees are planted ai'ound the house, 
but they are not the most profitable trees and even they suffer 
by the exhaustion of the soil aiound which ])roceed8 systematically. 
All this is quite (dear to people who have even superficially 
observed conditions in any village where both tenures prevail. 

Those who think that cultivation is lapidly extending in 
Malabar might lie advised to make a tri]) to the southern parts 
of the Malabar ('oast, where land is oi the same quality, the 
same tenures obtain and nearly ihe same crops are raised. 1 
would specially advise them to visit the Taluk of Mimudiil in 
Xorth Travancoie, where they will see substantial gardens, 
enclosed by imposing giaiiite walls and thickly planted with all 
kinds of valuable trees. Further east are larger })lantation,s of 
rubber owned by local i)eople and some of them aie as well kept 
as any plantations in South India. Of couise, most of this land 
is freehold or pandataiaha , 

In that very legioii, there ar(‘ also tenancy {huwm) lands, 
and the diffeience is most sti-iking and significant. In the eastern 
j)ai‘t of the Minachil Taluk land belongs mostly to the (‘ultivators 
(pandfirarahii); in the western, tenancy holdings abound. In the 
former, the great majority of gardens aie undei* ])erennial (oops 
like coconut, pepper, areca-nut, and are very ])rofitably managed; 
in the latter, they are mostly under annual cj'oi)s like ginger, 
turmeric, gram and tapioca. Indeed there might he other (‘auses 
for this differcuice luit the ]uiucipal cause seems to be temirial. 
It is but fair to add however, that the kaiunmlan in that locality 
obtain rather favourable terms from their landlords and that 
evictions are (omparatively lare. In spite of such fair treatment, 
the economic eftecds inheient to tenancy persist. 



ECONOMIC INCIDENCE OF TENURIAL SYSTEM 257 


Now this state of things ought not to be allowed to drag on 
indefinitely. The economic strength of Malabar country lies in 
its garden products which are in demand all over the world, and 
these are precisely the crops which cannot prosper under tenancy 
conditions. Indeed hanow tenure is greatly superior to other 
forms of tenancy, but considering the special conditions of Malabar 
the degree of security now afforded by kanovt is not sufficient to 
call forth the best energies of cultivators. At any rate, there ^ 
seems to be ample reason for materially modifying the conditions 
of kanom tenure in respect of garden land. T am prepared to go 
even further and suggest that the whole system of kanom tenure^ 
requires readjustment with a view to bringing it into line with 
modem conditions, social and economic. Kanom perhaps did 
well in the days of feudal economy when the different classes in 
Malabar society w^ere contented with the functions tiaditionally 
assigned to them. But with the entry of our country into the 

I 

vortex of w^’orld economy, the pressure of economic forces is per- 
haps more keenly felt in Malabar than e^lsewhere in India, and 
along with it social ideals and conceptions have also been rapidly 
changing. All this calls for reform, and under modem conditions, 
who is to effect such reform but Government, unless another 
Parasurama or Sankaracharya rises to perform a function which 
to-day is performed by Mussolini in Italy? Those who think that 
social or economic discontent has not sufficiently voiced itself in 
Malabar to call for legislation seem to forget some of the most 
fundamental characteristics of Indian society. To rebel against 
hidebound custom and even to resist cruel oppression may not be 
possible for, or habitual to, all people; history tells us that even 
the progressive nations of the West have not allways shown any 
great alertness to resist evils under similar circumstances. And 
for the honest doubt whether legislation is capable of remedying 
such social and economic ills, I can only say that without delving 
deep into the annails of Bauernhefreiung in Europe between 1760 
and 1860, one could get that doubt cleared up by studying recent 
agrarian legislation in the rising states of Central Europe, which 
F 1# 
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have lately turned a new leaf in their economic as well as political 
history. Legislation is far from perfect as a means of social 
amelioration, but in a society in which the State is the dominani 
factor, 1 for one could not discover a more effective and practicable 
medium. 
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Chief Season of Rainfall in different parts of India. 

In all agricultural countries the fluctuations in the annual 
amount of rainfall are clearly reflected in cropping and work out 
their rhythmic effects in remote x>hases of the economic life of 
the region. The problem is of great practical significance in 
India because of the enormous annual fluctuations in the cropped 
areas of the country due to the peculiar character and distribution 
of the Indian rainfall. We have already seen that it is upon the 
rainfall of the west or the vsouth-east monsoon that the prosperity 
of Indian agriculture chiefly depends. Nearly 90 per cent of the 
whole rainfall of the year falls on the average during this part 
of the year. The following table shows the importance of the 
wet-season rainfall according to the main rainfall divisions of India. 
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We thus see that over a great part of Western India including 
nearly the whole of the Bombay Presidency it is only during the 
monsoon season, i.e., from June to October that there is any rain 
of importance. This is the chief season of rainfall in Bui*ma., 
Assam, Bengal, the North-West Provinces, the greater part of the 
Punjab, Central India, Rajputana, the Central Provinces, Hyderar 
bad, the Deccan, Bierar, Ouzerat and the whole of the west coast 
of the peninsula. But the south-east of the peninsula including 
the Carnatic and the Eastern (xhats and the Eastern half of 
Ceylon, receive only an occasional shower so long as the main 
body of the monsoon is directed towards Northern and Central 
India, and their season of heaviest rainfall comes later, viz., from 
October to December, when north-east winds are beginning to blow 
in the north-west of the Bay, and both the incipient north-east 
monsoon and the residue of the southerly current are drawn to- 
wards the Carnatic and the southern half of the Bay.^ 

The South-East Trades. 

The south-west monsoon current is the direct continuation of 
the south-east trades and generally reproduces more or less any 
large variation in the strength and character of the latter. 
Pressure variations have been found to be simultaneous over wide 
areas including the Sahara, Abyssinia, India, Arabia, etc. Thus 
Lyons has plotted variations from normal pressure for Bairut, 
Cairo, Zanzibar, Aden, Mauritius, Bashire, Bombay, Hongkong and 
Shanghai, and there seems to be a general agreement among 
fluctuations of barometric pressure at all these stations from April 
to September. Similarly, the rainfall of the Sudan and Abyssinia 
or the Nile floods varies in the same manner while the rainfall in 
Burma (and to a less extent in Bengal and Assam) and that in 
North-western and Western India vary inversely since fluctuations 
in atmospheric pressure which cause variation in the rains are 
widespead in occurrence. 

1 Blanford : The Climatea and. Weather of India, Ceylon and Burma, p. 70. 
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Sunspots and Weather Variations over Lai^ Areas. 

Cyclical variations in pressure have now been seen to depend 
upon a relation between atmospheric pressure and the cycle of 
activity through which the sun passes in a period of about 11 years 
as shown by vaiious solar phenomena. Various investigators, 
especially Koppeu and at a later date the famous astronomer, New- 
comb, have found unmistakable evidence of a world-wide variation 
in temperature in hannony with the sunspot cycle-.^ 

Koppen’s investigations showed that temperature reaches a 
maximum shortly before spot minimum and a minimum above spot 
maximum. Humphreys who has investigated in detail the relation 
between temperature and sunspots has concluded that at least since 
1750' and presumably, therefore since an indefinitely distant time 
in the past the two phenomena, atmospheric temperature and sun- 
spot numbers, have in general varied together with however marked 
discrepancies from time to time.^ 

Huntington and Visher in Climatic Changes refer to another 
large group of investigators who have shown that atmospheric 
pressure also varies in harmony with the number of sunspots. Some 
parts of the earth’s surface have one kind of variation at times 
of many sunspots and other parts the reverse. Those differences 
are systematic and depend largely on whether the region in 
question happens to have high atmospheric ])ressure or low. 
The net result is that when sunspots are numerous the earth’s 
storminess increases, and the atmosphere is thrown into commo- 
tion. This interferes with the stable planetary winds, such as 
the trades of low latitudes and the prevailing westerlies of 
higher latitudes. Instead of these regular Avinds and the fair 
w^eather which they bring', there is a tendency towards frequent 
tropical hurricanes in the lower latitudes and towards more frc‘- 
quent and severe storms of the ordinary type in the middle lati- 


2 Quoted in Huntington’s P^arth and Sun, p. 10. 
5 Humphreys: Physios of the Air, ]>. 598. 
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tildes.^ Haun summarises a number of investigations which show 
a major maximum of rainfall at sunspot maxima and a minor 
maximum of rainfall at sunspot minima. Similarly Helland- 
Hanseii and Nansen have demonstrated such relationship over 
and over again. Meldrum and Ijockyer have made special 
efforts to prove the influence of sunspots on the quantity of rain- 
fall. The result was that there appears to be more of rainfall 
at the time of the maximum of sunspots than at the time of 
minimum. Tn the tropics there is an obvious regular variation 
than in the higher regions. Oenerally, howtner, this excess of 
rainfall shows itself at the time of the maximum sunspots only 
in the large numbers on the average and over the majority of the 
stations, certainly not in each period nor at every detached station. 
Hill had tried to show that in years of sunspot maxima the sum- 
mer monsoon remains in the average while the winter rainfall 
in Northern India at the same time is in excess. It shall be just 
otherwise at the time of sunspot minima. Gilbert T. Walker in 
his Preliminary Study of World-Weather discusses in detail the 
correlations between sunspots and pressure, temperature, winds, 
cloud and rain. He finds that with an abnormally large number 
of sunspots annual pressure is affected irregularly; annual tempera- 
ture is, in general, lowered particularly in the tropics; the effect 
on winds is uncertain, cloudiness in India is apparently, slightly 
increased, except in the hot weather, April and May; and rainfall 
is affected irregularly, heavier rain in general, going with low 
pressure. A comparison of temperatures at some stations in 
India with values of the solar constant has been made by him for 
the summer months 1905 , 1906 and 1908 — 1920 . He finds that . 

. . apart from rainfall the solar constant has a correlation coeflfi- 
cient of about -f *'30 with temperature. ’^5 Abraham Streiff, after 

4 Clirnatir Changes, p. 63. 

5 The Geo"rapliical Review, Vol. XW, No. 4, October, 1924, p. 667, reviewing 
“ A Preliminary Study of World "leather, 1923, 
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summarising the evidence of the relation between sunspots and rain- 
fall concludes thus : ‘ ‘ Eivaporation is dependent on humidity as 
well as temperature, and on other factors as well — as, for instance, 
exposed surface area and wind velocity. Evaporation will take 
place in a thermally isolated vessel without supply of heat, there- 
by lowering the temperature. The latent heat is always restored 
to the atmosphere upon condensation, and possibly is used repeated- 
ly, as in industrial midtiple evaporators. Perhaps the findings of 
Doctor Domo, tending to prove increased atmospheric condensa- 
tion with increasing sunspots, furnish a plausible explanation of 
the relation between rainfall and siuispots/’^ the same way 
Douglass in his studies of (^limatic Cycles and Tree Growth has 
found that trees living in the moist climate of North Europe and 
North America vary in the rate of radial growth with the changes 
in solar activity so that the widest rings conespond to sunspot 
maxima. Douglass examined trees from Prussia, South Sweden, 
Central Sweden, Christiana, the Norwegian West Coast, vSouth 
England, Yeimont, eic. The growth of trees from all the European 
regions show an unquestionable agreement with the sunspot 
curve; this is particularly the case in the growth of trees from 
the two first mentioned regions.^ Ernest Antevs who reviews the 
literature on the relation between climate and tree-growth refers 
to Abbot, Fowle and Aldrich who have found that the radiation 
of the sun is the strongest during sunspot maximum, and high 
values of the solar constant are attended by a greater increase of 
energy in the shorter wave lengths than in the longer ones. In 
other words, during sunspot maximum particularly the blue parts 
of the sun spectrum are strengthened.® Abbot now has an accu- 
rate record of the solar constant from 1918 on. The solar con- 
stant declined rapidly from its height of 1917 — ^20 until by 

6 Monthly Weather Review, February, 1927. 

’ 7 Douglass : Climatic Cycle n and Tree Growth. 

® Ernest Antevs ; The Big Tree as a Climate Measure, 
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September, 1922, it stood at 1913, the lowest mean recorded since 
the beginning of observations in 1905. In Mai'ch, 1923, it recorded 
1*908. With the beginning of the new sunspot cycle this constant 
has come back to normal. All this change seems to be a 
correlation with the sunspot cycle, with radiation three per cent 
above normal at the maximum activity.^ 

It appears on the whole that the evidence as to the relation 
between sunspots and the weather is not so clear in Europe as in 
the United States, Africa, India or Australia. This is chiefly 
because the records are not so homogeneous over large areas. 
Nevertheless as far as it goes the evidence points to the same 
type of relation as in the other regions. Huntington has pre- 
l)ared maps on the basis of the tables of annual rainfall given by 
Walker representing the variations of rainfall in the periods when 
sunspots are on the increase and on the decrease. In Europe, 
areas of increasing rainfall in the period of increasing simspots 
fall in Scandinavia and the Mediterranean region correspond to 
similarly placed areas in Canada and the South-west. In the in- 
terior of Europe and Northern Asia, an area where rainfall de* 
creases correspond roughly with a similar area in the interior of 
the United Slates. Perhaps the most surprising feature of the 
map is the almost uniform decrease in rainfall along the heat 
equator at times of solar activity. It appears that the earth's 
surface is somewhat intricately divided into areas which respond 
to solar activity in opposite ways.^<> 

Weather Variations in the Monsoon Region. 

No doubt in those regions where the course of the ureathen 
is regular from month to month, the main weather features are 
determined by the cycle of solar activity. One such region is 
the monsoon region in Asia and Africa. The physiographical and 

9 Douglass : Climatic Cycles and Tree Growth f Vol. II, page 114. 

10 Huntington ; Earth and Sun^ pp. 91 — ^95. 

F. 14 
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geographical features of India in particular have cut her off, in 
the lower air movements towards the north, north-east and north- 
west. Northern India is at one season the goal of the sea winds 
that blow in the lower strata, and at another season the source 
of the land-winds that blow from it to the neighbouring seas). 
The alteration of seasons known as the monsoons, which is the 
primary fact of Indian meteorology has its origin in the air move- 
ment and pressure conditions in the Indian Ocean and seas on 
the one hand, and the Africo- Asiatic land mass from the West 
Mediterranean to Central Asia and North-East Asia. Thus the 
weather is unusually uniform, and perhaps the most striking illus- 
tration of this uniformity is furnished by the legularity in which 
the monsoon current advances to the coast districts of India and 
then gradually spreads to the larger Trovinces. 

Sunspot Occurrence and Rainfall in Africa. 

Now the rains of the Sudan and Abyssinia which are due to 
monsoons blowing into Africo-Asiatic infrabar show a consider- 
able similarity wdth the rains of the south-west monsoon of India. 
Thus over vast areas including the Sahara, the Sudan, Abyssinia, 
Arabia, Western and Northern India there prevails a considerable 
uniformity of w^eather conditions. It is for this reason that w^e 
expect in the monsoon area better possibilities of long-range fore- 
casting based on observations covering a large number of sunspot 
cycles than in other regions where the weather is subject to local 
imi casual variations. In Africa the relation between sunspot 
occurrence and rainfall ha^s been shown by several investigators. 
Thus in the Sudan Henner finds that if a graph of sunspot occur- 
rence be compared with the rainfall records there is a fairly close 
agreement between drought and years of few sunspots. The year 
19(13, a year of few sunspots, had the worse drought in recent 
decades: the converse is true of 1916. The relationship is prob- 
ably not so immediate as this in most cases ; there is usually observ- 
able a lag of one or two years in this relation between sunspot 
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activity and rainfall. Br6oks in the study of Yariations in 
the Levels of the Central African Lakes Victoria and Albert ’’ al- 
ready referred to has shown that over a period of about 26 years, 
or two sunspot cycles, the levels of these lakes have varied close- 
ly in accordance with sunspot numbers. The rainfall of the region 
seems primarily responsible for the variations in level, there being 
a correlation coefficient of 0*195 between the rainfall of the lake 
plateau and the level of Lake Victoria, while the correlation co- 
efficient of sunspots and rainfall is 0 * 64.^2 \ further study by 
Dixey has shown that there is a close sympathy between lake 
level and sunspot numbers in the case of Lake Nyasa.^^ Mini- 
mum of the lake occurs with s^inspot minimum as in the case of 
Lake Victoria. 

The researches of Koppen and others have established 
beyond doubt that there is a close connection between sun^ 
spots and tropical temperature; the latter being 0*6^0 higher at 
sunspot minima than at sunspot maxima. Recent Smithsonian 
investigations in Argentina, Chili and Brazil have shown that the 
change due to variation of one per cent in the solar radiation 
appears to range between 0*2^0 and 0*8°0 in the tropics; in the 
temperate zones the effect, though less direct, is greater even 
exceeding 2^C at some stations. Clear evidence is provided by 
the temperatures found at Buenos Aires that high values of solar 
radiation are followed by maximum values of temperature at an 
interval of nearly eleven days. The intei'val is not the same for 
lower maxima of radiation, and the amount of lag appears to 
be connected with the latitude of outbreaks on the sun, but more 
remains to be explained than the solar rotation wull cover.^^ During 
periods of sunspot minima evaporation proceeds at a greater rate 

IIG.T. Kenner — A Famine Zone in Africa: The Sudan. The Geographical 
Review, October, 1916, 

52 British Meteorological Office Geophys. Memoirs No. 20, 1928. 

Ji3 Lake Level in Relation to Rainfall and Sunspots, Nature, November 1, 
1924. 

N Publication No. 2644 of the Smithsonian Misc, Collections (Vol. LXXI No. 8). 
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on account of higher temperature and the level of the equatorial 
lakes in Africa falls while at sunspot maxima evaporation de- 
creases and the level of the lake rises. Thus the levels of the 
African lakes Victoria, Albert and Tfyasa vary in close sympathy 
with the number of sunspots; moreover, certain minor variations 
associated with sunspot phenomena are also common to all three 
lakes so far back as the records for each can be traced. 

Simsfiots and Rainfall in Australia. 

In Australia (Griffith Taylor has shown a remarkable correla- 
tion between the drought years at Bourke and the siinspot cyele.'^s 
Quayle after arrangingf the rainfall stations in Australia in clima- 
tic districts both for the eastern and western interior of the conti- 
nent has found that the besi rains occur during* the ‘ rising phase ’ 
of sunspot activity and the poorest during the minimum ))hase. 
In the Northern territory and Central Australia generally the 
best rains occur later, or during the ‘ declining phase,’ the lag 
amounting usually to three years, or in the case of Daly 
waters possibly four years. The rainfall response to solar 

activity of the eastern and south coastal stations is generally so 
slight as to be almost negligible. For the rainfall incn^ase over 
the eastern and western interior of the Continent during the ris- 
ing phase of the solar activity, it is suggested that since these 
area derive their rains almost entirely from air drifts of tropical 
origin these must be of greater energy and frequency during this 
sunspot phase. For coastal areas the maintenance of the rainfall 
during the minimum phase may be due to the greater frequency 
there of coastal cyclones. The increased rainfall in the Territory 
and Central Australia during the declining phase may be due to 
longitudinal changes in the loci of the southward tracks of tropi- 
cal air drifts.^^ 

15 Griffith Taylor : Geography and Australian^ National Problems, Australian 

Association for the advancement of Science, Vol, 16, 1923, pp. 433 487, 

Nature, Optober 4, 1924, 
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A parallelism has been demonstrated between simsi)ots and 
tropical hurricanes by more than one investigator. Clayton 
finds an increase of rainfall in tropical regions when sunspots are 
numerous. Hence he attributes a large part of the, cooling of the 
air in tropical regions at sunspot maxima to the increased rainfall. 
The rainfalls from an elevation where the temperature is from 
to 10^0 lower than at the surface and brings its low temperature 
with it, thus lowering the temperature of the surface air. Thus 
anything which increases the amount of rainfall would to that 
extent lower the mean temperature. The increased rainfall at 
times of many sunspots may have some connection with the appa- 
rent rise in the number of cyclones. Certain it is that most tropi- 
cal cyclones cause heavy rainfall.^^ The increase in tropical cyclones 
is however possibly greater proportionally but by no means absolute- 
ly than in the storms of middle latitudes. Huntington suggests 
that this may help to account for the slightly greater decrease 
in temperature in low than in middle latitudes at sunspot maxima. 
Relatively speaking, the increase in wind velocity at storminess 
at sunspot maxima seems to be more marked than the diminution 
of temperature. The change in storminess, judging by the figures 
for storm in North America, may mean an increase of 5 or 10 
per cent; the change in temperature is only 0'6®0. 

Sunspot Minima and Deficient Indian Monsoon. 

There is thus clear evidence that at sunspot maxima the 
A frico- Asiatic low pressure area shows an unusual deepening and 
extension while at sunspot minima this low pressure ^ fails to 
develop strongly.’ The varying conditions of solar radiation lead to 
variations in the intensity of the low pressure area that extends 
from West Africa to China with its two centres, one north-west 
of Tiake Chad and another in Rajpntana. This justifies the 


Iff Clayton : World-Weather, New York, 1923. S. S. Visher : Variabiliiy 
versus Uniformity in the Tropics Sci. Mo., Vol. 15, 1922, pp. 22 — 35, quoted by 
Huntington, 
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cbBclusion that in yieftrs of sunspot minima deficient Htorminess in 
South-East trades region in the period November to April is 
followed by a weaker south-west monsoon than usual, moro es- 
pecially in the Arabian Sea branch of the monsoon currents. 
The rains in such years of deficient monsoon are late in their 
establishment over Western and Northern India and the Bbmbay 
current retreats earlier than usual and gives considerably less 
rain than the normal over the whole area dependent on it. This 
will be clear from the following table which shows the distribution 
of monsoon in one of our worst famine years, 1896. 

The south-west monsoon rainfall in that year was not only 
deficient but it commenced early and terminated abnormally early 
and abruptly.^ 



Variation from normal 
date of comence- 
ment. 

Monsoon closed 
earlier than 
usually. 

Bombay (West Coast Districts) 

9 days later than 
usual 

45 

Central Provinces 

7 ,, 

4o 

Central India ! 


m 

Rajputana , 


38 

N.-W. P.and Oudh 

4 1 

31 

East Punjab 

0 .. j 

24 

Bengal 


40 

Bihar 

1 

4 „ j 

27 


The shortage of rainfall in a drought year is not, however, 
confined to the wet season. There is deficiency throughout the 
whole year. The main features of the rainfall are hence not special 
to the south-west monsoon but general and affecting the meteoro- 
logy of the whole period. Eliot gives the following figures shov- 
ing the rainfall variation of whole of India (excluding Burma) in 
1896. 

18 Eliot : l^eriodic Variation of Bainfali in India, Nature, June 3, 1897. 
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V aviation of Rainfall in India in the Famine Year, 1896. 


January and 

March to 

June to 

November and 

01 whole 

February. 

May. 

September. 

December, 

year. 

-0'46 

-1-09 

1 

-8-80 

1 

-5*01 


Similarly in the United Provinces of Agra and Ondh a failure 
of rains in the dought period is not confined only to the rainy 
months. Both the Arabian Sea and Bengal currents show weak- 
ness. In the famine years, 1897, 1907, 1913 and 1918, the agri* 
cultural disasters were the result of the failure of both summer 
and winter rainfall. This will be clear from the following tables:— 


Variation of Rainfall in the United Provinces, in 1896. 



June 1— August 31. 

September. 

October, 


Variation 

from 

Normal. 

Percent- 

age 

V ariation. 

Variation 

from 

Normal. 

Percent- 

age 

Variation. 

Variation 

from 

Normal, 

Percent- 

age 

Variation 

N.-W. W ... 

-4-27 

-16 

-6*82 

-91 

-1-47 

-99 

Oudh 

-3’86 

-15 

-6’5 

-96 

-1-69 

-99 





^^tnfall in United Provinces in Recent Drought Years, 1907, 1918 and 1918. 



agricultural ‘cycles and sunspots 

"When the south-west monsoon becomes weak it hardly pene- 
trates as far as the United Provinces and the rainfall beoomea 
most deficient in the Upper and Lower Doab as well as in Bundel- 
khand which normally depend upon the Arabian Sea current. 
Thus the Kharif cannot be sown at all in such areas and if sown 
it withers because of the early termination of the rain). At the 
same time the Beng*al curi'ent becomes weak and penetrates little 
beyond the south-eastern and sub-montane tracts. The failure of 
the winter rain implies insufficient moisture in the soil for sowing 
Ihe Rabi without irrij^ation. Over and abovt^ in a year of deficient 
rainfall the hot west winds commence from February and cause 
serious damage. It will be seen, Iherefore, that in a year of drought 
the^’e is an abnormally early or abnormally abrupt termination of 
the Arabian Sea current which implies little or no wet season 
lain in the Western districts depending normally on that current. 
Secondly, there is deficient rainfall throughout the year, i.e., the 
Bengal current becomes also weak and though it might give some 
rains to the Benares and Gorakhpur divisions it hardly extends 
beyond Lucknow and Fysiabad. A timely rain in winter may en- 
sure the rabi; but in a year of drought the storms which are often 
a characteristic of this season leave the hulk of the provinces un- 
touched and divert to the Central Provinces. All this strengthens 
fhe f)resumi)tion that the causes of the ])eriodic variations of rain- 
fall in India are general, being due to cyclical variations of the 
weather over a considerable portion of the earth’s surface. 

Sunspot Minima and Droughts in Africa and N.-W. India. 

As a matter of fact the periods of solar quiescence are years 
of drought in the Sudan and West Africa as well as the United 
PrtJvinces, in Abyssinia as well as Western or Xorth-Western 
India. This will be evident from a comparison of sunspot occur- 
rence with the level of the Lakes in Central Africa and the rainfall 
records in India during the. more recent cycles of the sun’s 
activity. ^ 






Ratnfcill incTeases in the ntonsoon season tn the yeaTs of sunspot ntaxima. 
( 1910 normals are placed in brackets.) 
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Cenferal India Hyderabad Assam 

- 10*10 - 6*99 - 5*87 (. 64 * 2 ) 
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The solar constant shifted from the mean hig:h of the 1917 — 20 
swing to the low of 1921 — 24 recording the lowest mean of ]'91»^ 
in September, 1922. It is estimated that this indicates a decline 
of over 3*6 per cent in the solar temperature reaching the earth's 
atmosphere and as nearly as may be determined, corresponds to a 
decline of 4*0 degrees Fahrenheit in the earth's temperature. The 
year 1917 when the solar constant was at its height recorded an 
exceedingly heavy rainfall in Africa. The Sudan and Xigeria suffer- 
ed from excessive rains; hoods occun*ed in all parts of the area. 
There were heavy rains also in Northern and Western India. The 
monsoon advanced over the United Provinces during the second 
week of June, several days before the usual date and lasted later 
than usual in the province. There were heavy hoods in the (janges 
and Jamna valleys. The following are the rainfall records in 
some areas in India for 1917. 


Increases of the monsoon rainfall (July to September) 


in 1917 y a year of sunspot 

maxima. 


! 

1910 N'ormal, 

United Provinces, Kast 

6 09 

34 '44 

United Provinces, West 

8-6B 

1 32 98 

Punjab, East and North 

14 92 

1 18-23 

1 

Punjab* South-West ••• 

U 99 

, fi’68 

Sind 

6 0l 

6-28 

Hajputana, West ... ••• 

14-00 

11-74 

j 

Rajputana, East ... ... .. | 

2 1 '49 

! 22-91 

1 

Gujerat ••• ••• | 

8 78 

i 31-46 

i 

Central Provinces ... .. i 

T2H 

; 39-40 

Central India, West 

iru 

1 

3166 

Central India, East 

12' 70 

35-06 

Hyderabad 

6-92 

1 26-17 

Madras 

4*20 

j 2719 
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ill Jaipur State, Rajputana a clijitrict showed the phenomenal 
record of ()5'8 inches rainfall in that ycai‘, its normal being 2(>69. 
The low of 1921 — ^24 had its similar reactions in Africa and India 
in the form of drought and scarcity. The years of 1918 and 1919 
were years of famine in the T'nited Provinces. The Season and 
Crop Report of 1918 observes “ After four \ears of good and, in 
some cases, excessive rainfall another year of droii^hl has to be 
recorded. The figures sho\^ that the failure was one of the most 
complete for which any lecord exists.’’ In 1919 there was famine 
in Ashanti and the northern territories of the (iold Coast. Again 
in 1919 — 21 there was famine in the Central Provinces, Hyderabad 
and Madras in India. In 1920-21 again, the rainfall was in defect 
throughout the XTnited Provinces. The Tndo Gangetic i>lain west 
showed a deficiency of T.62" and the jdain. east a deficiency of 
13.9". In 1922 the rains were irregular and unecpially distributed 
both in West Africa and Western India. From 1924 the solar 
constant again began to rise, and the maximtim of this cycle was 
reached in 1926^ — 1928. From this year we have stepped into a 
period of solar quiescence, and the sunspot minima will be ex- 
pected in 1932 — 39. During this period PX29 — 19'33 droughts and 
famines are likely to occur, and we have already some clear in- 
dications of famine in several tracts in India in 1929. 

Possibilities of Prediction of Monsoon from the Study of Variations 
in Lake levels and Nile floods. 

We have seen that the relations of air pressure over the 
tropical regions in South Asia and North-Eastern Africa determine 
the direction and voUiitk* of the south-east trades. Since tJie south- 
east trades extend themselves gradually across the equator there 
is a difference in period and character of the rainfall during the 
dry and wet monsoon periods. It is during April and May that 
the rainfall occurs most largely in the equatorial Lakes area and 
in the adjacent districts. It is this rainfall which produces the 
first seasonal rise in the Nile during May and June. Lyons has 
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explained the fluctuations in the Nile floods and hence in the 
rainfall by graphing the Nile floods from 1868 to 1903 and, with 
this, the variations from normal of the atmospheric pressure at 
Cairo. Comparing his two charts he found that there was an 86 
per cent agreement between deficient barometric pressure o^er 
North-Eastern Africa and excess precipitation as regist.red by the 
Nile flood; and conversely between excess above normal pressure 
and deficient rainfall. We have already seen that variations from 
normal pressure for Cairo correspond to those in meteorological 
stations in Western India from April to September. As the south- 
east trades extend as south-west winds over the Arabian Sea a 
part of the monsoon current is diverted to Abyssinia and the Sudan. 
Thus a monsoon exists over Abyssinia and the Eastern Sudan at 
the same time as in India. 

We thus see that the probable intensity of the Indian mon- 
soons may be gauged first by the level of the Lakes Victoria, 
Albert and Nyasa, and secondly, by the first seasonal rise of the 
Nile, these occurring during April, May and June. On the other 
hand, the South-West monsoon establishes itself in India in the 
succeeding three months. 


Area. j 

j 

Normal Date of 

1 Commencement. 

1 Bml. 

j 

1 


Normal 

Period. 

Bombay 

1 

.June 6 

1 ■ 
j 

' Ortob<*r 

16 

IBS 

Central Provinces 

10 

i 

15 

128 

Central Indio ••• ••• i 

1 

i 

1 16 

1 

1 September 

.BO 

1 108 

Rajputana ... ... | 

16 

: 

20 

98 

Bengal ••• ... ! 

1 

16 

October 

B1 

139 

Bihar 

„ 16 


16 

133 

N.-W. P. and Oudh ... j 

„ 26 

September 

80 

98 

Bast Punjab ... ... , 

i 

July 1 

11 

15 

77 


19 Ham : HandhacU or KUmatologic, p. 214. 
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Already the character of the Indian monsoon has been for the 
past several years predicted with considerable success some weeks 
in advance by the study of the pressure conditions far to the 
westward, in Palestine in particular. It has been found that varia- 
tions in Lake Nyasa are all much greater than the corresponding 
changes in the levels of Lakes Victoria and Albert and they aie 
large also even as (ompared with the greater ^ariations associated 
with the sunspot ejBfect. 

In view of the sympathetic variation in the levels of the Ijake 
Nyasa and Lake Victoria, in the floods of the Nile and the relation 
of these to suns])ot activit\, it is probable that marked success in 
forec'asting the period and character of the Indian monsoon currents 
will follow a closer study of the effects of solar radiation in South 
Africa and in the islands of the Indian (/cean which affects the 
volume and intensity of the south-east trades and the south-west 
monsoon. Clayton has reported marked success in shoit-jeriod 
forecasts of the weather in Buenos Aires on the basis of the daily 
variation in sunspot activity as observed at the solar observatory 
in Chili. He has made forecasts on this basis for several years 
and with sufficient apparent '‘U(‘cess to lead the Argentine Govern- 
ment to relieve the Smithsonian Institution of the cost of main- 
taining this observe tor} 

That there is a periodicity of rainfall and a fairly close agree- 
ment between sunspot activity and abundant rainfall or drought 
in the Sudan has already been referred to. A close study of the 
comparison of sunspot occurrence with the rainfall records in India 
seems very necessary. The liockyers attempted nearly three de- 
cades back at a correlation of solar conditions with those of the 
Indian rainfall. Their view was that ‘ pulses ’ of heavy rain in 
India occur close to the times of sunspot maxima and minima, 

20 Clayton : Variation in Solar Radiation and the Weather Smithsonian Misc. 
Colls., Vol. 71, No. 3, quoted in A'n'her : Effects of Tropical Cyclone upon the 
Weather of Mid, latitudes, Geog. Rev. January, 1925. 
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viiile diiring tk^ intervais between tbe pubes scanty rainfall ot 
dTougbt is to be feared. Walker tliinks that though the results 
of such conaparbon are in the directions required by the theory 
they are decidedly too small to Justify it as a method of fore- 
casting. 

^ It appears, however, that in Northern and Western India, 
where the soiitli-west monsoon is responsible for the major portion 
of the normal rainfall, the forecast of rainfall and agricultural 
cycles is full of promise because (1) this rainfall varies inversely 
as the atmospheric pressure, (2) the piessuro variations aie usualy 
simultan€M)us over wide areas in the Africo-Asiatic system, (3) 
there is a great uniformity of conditions relating to the character 
and period of this rainfall over wide areas. 

Relation between Sunspot Occurrence and Rainfall closer in the 
tndo-Cangetic Plain, West. 

We have taken for instance, the climatic districts in the 
United Provinces and find a fairly close correspondence between 
sunspot occurrence and rainfall. The relationship is closer in the 
Indo-Oangetic Plain West than in tbe East. It will appear from 
the following table that in the Indo-Gangetic Plain every sunspot 
minimum has been accompanied by a serious drought, and that 
all the other droughts have closelv followed the sunspot maxima. 
There is a lag of a year or tuo in case of droughts which follou 
the maximum sunspot activity; while droughts at sunspot minima 
very closely precede or correspond nith the minima years. In 
every case droughts occur in the j^eriod of diminishing sunspot 
activity. 
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AOEICOT-TtmA.1. CYCLES AND StWSPOYte 
Sunspots and Droughts in the United Provinces. 


Years 

of 

Drought 

Rainfall Departurefe 
lD(hes. Ganges 

Plain 

West t Fast ^ 

Dates of sunspot 
maxima and mr 
nima Years mark- 
ed ^ith an 
asterisk are 
sunspot 
minima j 

years. 1 

Difference be- 
tween the num- 
bers m (1) 
and (8) 

1877-78 

-841 

-18*4 

1878'9« 

-1 

1878-79 

- 68 ' 

-124 

1 

Nil 

1883- 84 

16 0 1 

-13-9 

1888 9 

Nil 

1839-90 

47 

K 1 3 

1889 6* 

Nil 

1895-96 

~ 2-7 

8-0 

1894*1 

+1 

1896-97 

-12 1 

-16-6 

1 

1 

+2 

1901-03 

1 - 9*84 

-14-6 

1 1901 7* 

Nil 

1907-08 

1 — i2‘e9 

-14-24 

1 19064 

+1 

1913-14 

-U-6 

+ 3 

i 19136* 

Nil 

1918-19 

-17 31 

- 9*06 

' 1917-6 

1 

-fl 

1920-21 

- 7-63 

- 7 4 

1031-22* 

1 

—1 

1 1 

1 

The following table would give the rainfall of typical diatriotB 
in distinct rainfall areas of the Province in years of sunspot miniwa 

and mazinia. 
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Rainfall in Years of Sunspot Minima and Maxima. 
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sumpat NiMiMn anp in tht U.P. 



If we consider tlbe years from 1868> to 192 &, for which relisillttf 
figuies of lamfall, district by district, exist, a satisfactory method 
of testing the correlation between solar activity and variation 
rainfall will be to pick out the years of large and of small sunspot 
numbers and find out the iiusease or decrease from the nC»nnal. 
We have taken five districts and for the years of large sunspot 
numbers we have taken— 1869, 1879, 1871, 1872, 1878, 1898, 1881, 
1895, 1925 ; for the years of small numbers we have taken— 1868, 
1875, 1876, 1877, 1878, 1879, 1880, 1887, 1888, 1889, 1890, 1891, 
1921, 1922 

The following table will show the variation from normal 
rainfall : — 


M 

hs» 

09 

P 

Normal Rainfall 

•M 

Q 9 

wSm z 

Jo fl 
^ 0 

^ 09 

Variation. 

m 

0 g 

•ft ^ 

® ® -g 

lit 

^ 09 

1 Vaiiation* 

Inches 

o 

eft 

s 

s 

o 

u 

9 

Os 

Inches. 

1 

1 

CL 



Inches 



Inches 



Muttra 

2S 

27-7 

+4 7 

+90*4 

19*7 

-3*8 

-18*0 

Agra 

27* 

89-8 

+9*8 

+10*4 

23*4 

--8*6 

-16*7 

Allahabad •• | 

39* 

46*6 

+7*6 

+19*5 

87*1 


•6*0 

Meerut 

28 

89*11 

+4*1 

+14*8 ' 

36*33 

-1*47 

-5*4 

Jhansi t.* i 

87’6 

40*1 

+9*6 

+6*4 

83*1 

-4*4 

•10*8 

Benares 

8e’6 

40*96 

. 

0'6e 

-1*7 

37*5 

-2*1 

p 

Co 

1 


* Normal scoording to Oireetor-Oeneral of Obserratones, India. 
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Comparing the sunspot numb^ uith the rainfall reoordi of 
six districts in the United Provinces for sixty years ure have fotind 
that -when the relative sunspot numbers were below I& a drought 
period occurs, the deficiency of rainfall ranging from; 2b to even* 
40 per cent of the normal. The defimenoy of rainfall continues 
though to a less extent until we reach 25 sunspots when 
the rainfall oscillates about the normal. As the relative numbers 
increase there is an increase of rainfall and the increase is marked 
when these exceed 60 beyond which the agrioTiltural cycle is on 
its way to the peak. Clements who is working on the relation 
of drought to sunspot munbers found from the rainfall records 
that when the relative numbers exceeded eighty a drought period 
of two or more years followed in the Western United States.® Wo 
have already seen that there is a variation of precipitation due to 
solar radiation in opposite ways in different area, of the earth. 
At a number of about 60 the eight-yearly transit of Venus seems 
to effect the rainfall and reduce it to deficiency. But beyond 60 
the luinfall is unaffected by the transit of Venus and increases 
with increasing sunspots.® 


n. Brought periods and climatic cycles Bcolpgy, July, 1921, quoted in Dou^^aes 
Climatic Cycles and Tree-Growth, Vol. II, p. 116. 

22 Moore laid great stress on the transit of Venus as the basis -of the ‘ generat- 
ing cycles ’ in America. 





Years of Jeuns Trans 
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The above table show^ that the eight^yearly traiLsits of Veaus 
are associated with cycles of deficient rainfall. When the Venus 
cycle is synchronous with luinimum sunspot activity, as in the 
year 1891^, the deficiency is the greatest. The planet Venus turns 
on her axis in the same time thj^t she revolves round the sun, in 
consequence of which she always turns the same face to him. 
Powell describes her as follows : ‘‘ One face baked for countless 
ieons, and still baking, backed by one chilled by everlasting night, 
while both are still surrounded by air, must produce in droughts 
from the cold to the hot side of tremendous i)ower. A funnel- 
like rise must take pla(*e in the <*entre of the illuminated hemi- 
sphere, and the paiiial vacuum thus formed would be filled by air 
drawn from its periphery which in its turn would draw from the 
regions of the night side. Such winds would sweep the surface 
as they entered, becoming less superficial as they advanced, and 
the marks of their inrush might well be discernible at the distance 
we are off.’* Venus is nearly three times nearer the Earth than 
the Sun is from the Earth, and thrusts herself at intervals of eight 
years almost exactly in the direct path of solar radiation. Prof. 
Moore suggests that the storm-racked planet may create a dis- 
turbance in the inter planetary medium which affects the Sun’s 
radiation on its way to the earth, and causes the eight year gene- 
rating cycle, which is the source of economic cycles in Pltuxope 
and America. 

The Eleven-half Year Cycle 

There are cyclical fluctuations in agriculture in Northern India 
due to drought and rainfall and an examination of sunspot minima 
and maxima and variation of rainfall from the normal over a period 
of more than sixty years clearly indicates that the North-Western 
economic and meteorological cycles are synchronous with the 
cycle of solar activity and quiescence. The average length of the 


23 Moore : The Origin of the Eight-Years Generating Cycle, November, 19‘2i. 
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{fom one year of greatest quiescence to the next is 
iM»arly ^eleven and half year and the range in length of this 
interval is from 10 to 13 years. Thus the scarcity or famine c«p 
p|bsperity cycles follow every eleven half-years though sometinw^ 
iihey may recur between 10 and 13. 


1. Minimum sunspots below 15 are accompanied by a defi- 
ciency of rainfall from about 25 to even 40 per cent of the normal 
SucB sunspot minima when they continue for four or five years co- 
exist with a drought or famine 


2 This deficiency begins to decrease up to a limit of about 
26 sunspots, when the rainfall oscillates about the normal. 

3. As sunspots increase, there is an increase of rainfall esioept 
at h number of about 60 where the eight-yearly transit of Venus 
seems to affect the rainfall and reduce it to deficiency. 

4 Beyond 60 the rainfall is unaffected by the transit of 
Venus, and increases with increasipg sunspotsl 

The statistical analysis shows that only two decreases of rain«^ 
fall in a period of forty-four years could not be correlated with 
sunspot minima or with the transit of Venus. 
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Years marked with an asterisk are those of sunspot minima. 



AGRICULTURAL CYCLES AND SUNSPOTS 


•(8) l>“« 

(I) u( ioqmnn aqi) 
nB'oAiaf( aouajaflja - 

(>) 55 + + + i?, 4- + + 


» c. B-c s 

a S S ® -5 
!3 S S £ 


a? !S s 

t- 00 OD 

00 00 00 


Ma(|fu,^oo(f 


;3i: S 00 

poo 
o b o 

1 i i 




0 o o 

1 "i- 'i- 


• I -i- 


§ S g ? 

^ o w o 
+ I + + 




o o o 
I + • 


^ ^ Ud CC wa 

CO CO O ^ TO 

o b o b ^ 

-h I H- 1 -i- 


o o o 
I i- I 


llOStJOS uoosuo)^ 

«q:^ ui 8^jni^jii(lr»([ 

(I) 


CM ^ 00 O 


Both in Bihar and Bengal droughts occur in years of sunspot minima as in the United Provinces and there is also a lag usually of a 
year or two after years of sunspot maxima for other droughts. But unlike the United Provinces droughts after sunspot maxima 
are reached are severer and more prolonged. In other regions also, e.g»f Jamaica droughts occurring after the maxima show a greater 
deficiency of rainfall and last longer than those occurring after the minima. 

tl) 8ee Pickering. The Relation of Prolonged Tropical Drought® Sunspots; Monthly Weather Review, October, 1930. 



Decreases of the Monsoon Rainfall (June to September) in years 
close to sunspot minima and maxima. 
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In the Peninsula iBerar, the Deroan, Mysore and Madras) droughts occur in the periods of diminishing sunspot activity and in all 
cases precede one or two years before the sunspot minima. There are also less severe droughts closely following sunspot maxima as in 
the Imlo-<iai*getir Basin. 
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Summary and Corraboration. 

Summarising the data of the relation l)ot\M»en droughts and 
sunspots, we deduce the following- provisional results ; — 


1. One or iwo years preceding ■ Probability of droughts in the l^eiiinsulo 

the sunspot minima. and the Korth-West Dry Area. 

2. Years of sunspot ininiinu. * The ludo-Gangetic Basin; severer in 

Western and (Vnt ral portions. 

B. Ojie or two years following j The Indu-Oangetic Busin, the North- 
the sunspot maxima. i West Dry Area and the Peninsula. 

It will thus appear that a serious drought iu the reniiisula is 
followed by one in }sortherii India in the next year. This was 
pointed out long ago by lUaiilord.^^ Further, Indian dioughts 
have another K'lnarkable characteristic, that they aj)pear 

frequently in pairf*. 


Years of 
sunspot 
minima. 



1784.7 

1782 

Drought in Bombay and Madras. 


1783 

Drought in Upper India. 


1802 

Drought ill South Hyderabad and Deccan. 

1^3.3 

1803 

Drought in the United J^roviiices and Central India. 

1823 

Drought in Aladras. 


1824 

Drought in Bombay, chiofiy Cuzerat and North Deccan. 


1832 

Drought in Northern districts of Madras i*to. 

1833.9 

1833 

Drought in North part of Bombay, Hajputanu, i^unjab 

1878.9 

1876 

and the United Provinces. 

Drought in all parts «»f Madras, Hyderabad etc. 


1877 

Drought in tJu* United J^rovinces, Cmifcral Provinces, 

1889.6 

1888 

Punjab. 

Drought in Berar, Bombay, Deccan and Hyderabad. 

1889 

Drought in Bihar and Bengal. 


1899-1900 

Drought in Berar, Horaiiay. Deccan and Madras; also in 

1901.7 

1901-1902 

Kajputana and Gujeiat. 

Drought in the Central Provinces, Berar, Bombay, 


1911-12 

Kajputana and t'eiitral India, 

Drought in Berar and Bombay; also in the Punjab and 

1913.6 

1913-14 

Cujerat. 

Drought in the United Provinces and Central India. 


The above correspondence does not apply to the severe 


droughts following years of sunspot maxima, which affect simtil* 


^4 Blanford : 'J’he CliiuaU’s aiul Weather (»!' India and Ceylon, p. 81. 
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taneously every part of India, NortLern India as well as .tli6 
Ueninsulu. 

1884, 188S» 1885, 1896, 1907 and 1918. 

In Jamaica droughts have been observed to follow closely 
after a sunspot minimum or niaximujn. It appears that droughts 
occurring after the maxima show a greater deficiency of rainfall, 
and last longer, than those occurring after the minima. Again, 
at times of sunspot minima the conditions of pressure over the 
west coasts of the European and ^’orth Ameiican continents are 
such that high pressure in the Western TJnited States corresponds 
with low pn^ssiire in Western Europe and rice versa. At times of 
sunspot maxima the revcuse is the case, /.e., weather conditions 
in the two n'gions aie similar, fine weather being ex})erienced 
simultaneously and stonny w eather likewise occurring at the same 
time in both places. 25 

AVhat is the precise logical connection bt^tween sunspot and 
droughts is noi clearly understood. The accepted hypothesis is 
that there is diminished atmospheric condensation with decreas- 
ijig sunsj)o1s, and Ihus ai sunspot minima droughts occur in many 
areas. 26 As legards droughts coming just after the sunspot maxima, 
if is pointed out that tin* general eii'culation of the atmosphere is 
infensified by the greater amount of heat which i)robably enters 
ihe atmosplieie at times of sunspot maxima. Tiius the trades, 
sharing in this general intensification, would produce first a plus 
and then a minus di'parture in water surface* temperatures ami 
in th(‘ course of six io ten months the drought effects would become 
noticeable first in nortb-eastem then in the West Indi(*s, 

and similarly first in equatorial Africa and then in India. Since 
the maximum intensity of the general cinmlation would necessarily 

26 S. Planzlik. 

261)oino: Kludaations in the values of the Solar (’ansiaiii, Monthly Wea- 

ther Review, 1925. 



•294 


DR. RADHA KAMAL MUKERiEE 


•lag* tlu* maxim uiii of simspolw, ilu' total (h^lay in the occur- 

reu(*e ol Ui(» wor.sl (li*ough1 coudilioiis ma}' bo easily explained in 

llii.s manner. 27 

Jn seeking* a ])ossible relation between extreme droughts and 
the sunspot numbers for the whole of India we find that the 
periods of droughts entered on minima of 15 or less sj)ots, while 
the maxima of the other j)eriods were between 50 and GO. Drought 
and famine are more wides])rt»ad il the minima re]>resent less 
than 4, while abundant or excessive lainfall over a large part of 
India occurs when the sunspots number mort^ than 80. The ext(*nt 
to which the sunspot occurrence may be \ised in predicting drought 
or abundant rainfall in India can be governed only by actual trial 
though of course the above statistical analysis clearly provc'S the 
importaiU'c' of tin* cycle of solai* activity as the basis of long-range 
iorc'casting. It is now ln*l<l In some scientists that changes in 
solar radiation aie not tlu^ result oi change's in siiiispois but that 
both are due to c('rtain ])eriodie. overturn of material and tempera^- 
ture oeeiirring* beiu'atli tlu' solar surface in connection with magnetic 
storms. Thus the elianges in solar radiation need not necessarily 
be ]U’oportional to ( hangi's in suns])()ts. Ih'sides tlu‘ si/(' and ])osi- 
tioii of the suns])ots have also to be taken into account. I'lmpiri- 
cal fonuulie have, liowevi'i*, Ix'en devised to express tlu' relation 
between sunspot activity and tlie solar constant and it is now held 
that increase in sunspot activity gives rise to chang(' in the absorb- 
ing j)()W('r of the outer layers and corona due to the erujdioii of 
meteorial and hence alters the eft'ective radiation. 

It is of great interest to ohserve in this connection that severe 
droughts have been found to occur in equatorial Africa, and the 
Sudan in years of suns])()t minima, to ])rec(Mb' tliesc* by a year 
or two. 28 On the otln'i* hand, it has been obs('rved that in the West- 
ern States in America, droughts occurred in years of sunspot 

27 ('.T. Brooks, Montlily Wcaliier Beview, Ortolier, 1920. 

28 l)iN(*\ : Ijiikc Level it) Kclai.ion to Katnfall and Sunspots, Nature, Noveiu 
her, 19-24. 
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maxima or to precede these by a year or two. A critical droug'ht 
period occurred liere at each suus 2 )ot maximum for which the spot 
number was greater than lialf the number known for the year 
maximum;.^^ 

We thus see that there are cyclical fluctuations in agriculturt' 
in India due to drought and raiutall and the correspondence of 
these agricult uial cycles A\ith the solar radiation is closer in 
North-W (‘stern and W estern India which d6])end u])on their agri- 
cultural water supj)ly chiefly upon the oceanic currents of great 
volume and elevation from the Arabian Sea and the Bay of 
Bengal. The voluim* and intensity of these humid currents depend, 
as W(‘ have stated, upon pressure variations in the AfricoAsiatic 
summer infrabar which, again, depend upon a relation between 
atmosfdieric ])ressure and scdar 2)henomena. A comparison of 
sunspot o(‘(‘urrenee with the variation of rainfall from the normal 
over a piuiod of mor(» than GO years in the Iiido-Gangetic Plain 
Kast and AV'est clearly indicates that the Indian agricultural and 
rainfall cycles are synchronous with solar activity and quiescence. 


Sunspots and Historic Famines 

The scarcity or iamim* and ])ros})erity cycles follow usually 
the sunspot cych' ot II JIO years and its double and trijile values. 
Th(‘ (ii])l(» ])eri()d which is essentially Bruckner’s cycle has also 
o])erated. ( 'oiisidtuing the (juestion of drought in years of sun- 
spot minima and j)eriods of decrease we find that the ('])ochs of sun- 
spot minima and famines in India closely corresjxmd. All the im- 
])ortant famines from the beginning of the seventeenth century when 
we begin to have data of suns])ot occurrence* have* beem tabula t(*d 
lielow : — 


?'9 (Mcinenls ; l)r()U**hl Teriods and Cliiualit* Cvflcs, hcolo^^y, 


Juh. 1U*21, 
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Years of 
Famine. 

Area affected. 

Wolf<u‘'s Tald(‘ of sunspot 
minima, and epochs of 
sunspot d(‘crease. 

1614-15 

Punjab as far Fast as Delhi 

1616- 19; Minima 1619 

1618-19 

Coromandel Coast 


1630«ai 

Vijayanagar .. 

... 

1633-34 

Deccan, Oujarat 

... 

1635 

Surat* Colcmnda 

1626— .34 ; Minima 1634 

1642-43 

(Orissa and Hengal 

1639 -45 

1645-46 

Southern Section of Coromandel 
(\)ast. 

Minima 1645 

1647 

Rajputana 

... 

1648 

Coromandel (\>ast 

- 

1650 

Oudh, Cujarat and almost all orer 
India. 

1640 -55 ; Minima 1656 

1656 

... 

... 

1661 

All parts of India ... ... , 

1 6fl0 —66, Mini ma 1 666 

1705- 08 

Deccan ... ' 

1693—98 ; Minima 1698 

liOO-ll 

1 Scarcity about Madras ... 

li06— 12; Minima I7l2 

1717-18 

i Coast and Bay districts Ahmedabad 
and Surat. 

1 

• •• 

1722 i 

Bombay 

1718-1723; Minima 

1723-6 

1728 - 30 

Madras and Bombay ... ... ! 

j 

1727 -34 

1731-34 

Madras ... ... ... 1 

Mifiima 1734 

1737 

Madras 

1738-45 

1747 1 

Bombay, Surat, Ahmadabad Aii- . 
rangabad | 

Minima 1745 

1769-70 1 

Bengal ... ... 1 

1761—66; Minima 1766 

1782 1 

Bombay and Madras ... ... j 

1778 -84 

I7&3 

Northern India ... ... | 

Minim 1 1784 

1790-92 

Maharastra ... 

1788 - 98; Minima 1798 

1823 I 

Madras ... ... ... ' 

Minima 1823 


Note.-^hj, W. Mainder oallfl attention to the prolonxed dearth of Hiumpots 
between 1645 and 1715, 
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y ears of 
Famine 

A rea affected 

W offer’s Table of sunspot 
minima, and epochs of 
sunspot decrease. 

1824 

Bombay, Gujarat North Deccan ... 

... 

'1832 

Northern Madras 

1829— 33, Minimum 1833 

1838 

Bombay, Kajputana, Punjab and 
the United Provinces. 

... 

1837-38 

The Upper Ganges Galley 

... 


Provinces of Agra and the Punjab, 
Rajputana and Cutch. 

i860- 67 ; Minima 1867 

1866-67 

Orissa, Madras and Bombay 


1868-70 

Rajputana, Provinces of Agra and 
Western India, 


1873-74 

Bihar, Bengal and the United 
Provinces. 

1870—78; Minima 1878 

1876-78 

Madras, Mysore, Hyderabad, Bom- 
bay, the Central and United 
Provinces and a small tract in the 
Punjab. 

1883—89; Minima 1889 

1888-89 

Bihar and Madras ... ••• 

1894— 1901 ; Minima 1901 

1896-97 

The United Provinces, the Central 
Provinces, Bihar, Tlissar district of 
the Punjab together with portion 
of Bengal, Rajputana, Central India 
and Hyderabad. 


1899-1901 

The United and Central Provinces, 
Berar, Bombay, Ajmer, Rajputana, 
Baroda, Central India, Kathiawar 
and Hyderabad. 


1907-08 

The United Provinces, Bundel- 
khand and the south of the Agra 
Divisions. 

POriod of sunspot decrease 
1894-1901 

1913-U 

The United Provinces, .Thansi 
Division and Rohilkhand and in 
parts of the Agra and Allahabad 
Division. 

Minima 1901. Period of sun- 
spot decrease 1906—13 

I919~2t 

Central Provinces, Hyderabad, 
Madras. 

Minima I9l3. Pflriod of 
sunspot decrease 1917 23 
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Eleven-year Cycle in Prices 

An analysis of the index numbers of prices in India, 1361 — 
1918, shows that Indian economic activity largely depends in its 
ebb and flow upon the deficiency or abundance of the south-w-est 
monsoon, and indeed, we find that the index numbers show an 
eleven-year cycle. Thus maxima of prices occur at 1807, 1878, 
1889, 1901, 1918 and are synchronous with the rainfall cycles al- 
ready examined. 

We have already traced the close correspondence between 
rainfall and the total cropped area, including the area cropped more 
than once in the more important districts of the Ganges Plain as 
well as in its different ecological areas. No factor is more im- 
portant in Indian agriculture than the amount and distribution of 
rainfall. The graphs enclosed the correspondence between harvests 
and vital statistics showing indirectly the influence of rainfall upon 
public health. Thus the meteorological, agricultural and vital 
cycles correspond in India. The data of sunspot minima are (1) 
approximately synchronous with the minima of the crop cycles; 
(2) correspond with the minima of cycles of natality and maxima 
of mortality; (3) are also approximately synchronous with the 
cycles in Indian weighted Index numbers from 18G1 to 1918. It 
is thus that so remote a phenomenon as the cycle in solar activity 
governs through its influence on pressure variations over such 
wide areas of the earth’s surface as the Asiatic continent and the 
Indian Ocean the fortunes of crops and births and deaths in the 
plains of India. 

Need of Co-operative Investigation. 

The recent studies of world weather with special reference to 
periodic variations in temperature pressure and rainfall, the con- 
clusions of astrophysics with regard to variations in the solar 
constant, the study of climatic cycles as recorded in tree rings, — 
all these are recent approaches to the central theme of solar and 



agricultural cycles and sunspots 


299 


climatic cycles with an ultimate view to seasonal and long-range 
forecasting. The co-operation of meteorology, astrophysics and 
ecology is essential in order that a basis of prediction may be 
found. Probably the moat important and interesting field of such 
co-operative investigation is India, which, being a tropical penin- 
sula attached to the huge Asiatic land mass in the middle latitudes 
and projected into the warm Indian Ocean, shows extremely uni- 
form conditions of rainfall. The peninsular character of India 
coupled with the extreme seasonal heating and cooling of the 
Asiatic land mass, serves to emphasise the infrabaric-monsoon 
nature of rainfall in India, whereas the same phenomenon exists 
in other tropical regions but to a less striking marked degree.^® 
Thus the changes of rainfall and trees in India are more free from 
short variations than in most regions of the earth. As local and 
accidental variations play a small part in determining the character 
of the Indian monsoon rainfall, the study of solar and rainfall 
cycles is less difficult here than elsewhere, vrhile the effects of 
these cycles on vegetation; agriculture as well as the entire eco- 
nomic life are more far-reaching and critical than in most agricul- 
tural countries. 


30 As, for instance, the Sudan and West Africa. See the Geographical Review, 
October, 1926, pp. 683 — 696, 



THE LATE SIR GANGA RAM^S GENEROSITY 

In 1926, the late Sir Ganga Ram, Kt., O.LB., R.B., 

Lahore, with that generosity for which he is now so well-known, 
handed over to the Punjab Government, a sum of Its. 25,000, for 
the endowment of a prize to be awarded for a discovery, or an 
invention, or a new practical method which will tend to increase 
agricultural production in the l^unjab on a paying basis. The 
property has been vested in the Treasurer of Charitable Endow- 
ment, for the Punjab and is administered by a Managing Conimitt( e. 

The interest accruing from the i)roperty is payable to the 
Managing Committee. 

The prize is known as the Maynard Ganga Ram prize and 
is to be awarded every three years provided a satisfactory achieve- 
ment is reported to the Managing Committee. It will be of the 
value of Rs. 3,000 and the competition is open to all throughout 
the world. Government servants are also eligible to compete for 
it. 

Wide publicity was given in 1926 and 1927, to the proposed 
award by advertisements in newspapers both in India and abioad, 
and by other means, and applications were iiivited by the 1st 
January, 1^9. The response has, however, been extremely poor 
and consequently it has been decided to extend the time for sub- 
mission of the applications to the Director of Agriculture, Punjab, 
up to Slst December, 1929. The Managing Committee reserves 
the right of withholding or postponing the prize if no achievement 
of sufficient merit is submitted. 

The Punjab with its many rivers, its fertile soil and warm sun, 
has great possibilities for agricultural development, which is of 
the utmost importance as practically the whole population of the 
province, both urban and rural, depend either directly or indirect- 
ly on its agriculture, 
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REVIEWS OE BOOKS . 


Economic Oroanization of Indian Villages, by N. G. Ranga, B.Litt. (Oxon.), 
two volumes. Printed at the Vani l^eae, Bezwada, 1926. 

In these two volumes are given the results of an intensive economic survey 
carried on by Mr. Ranga in a number of villages in the Guntur districts of the 
Madras Presidency. Volume I contains the facts about seven villages, namely — 
Item, Affikatatla, Rrahniana, Kokuru, Sreerangaputrarn, Thwrumella and Trumta- 
tuni ; the whole of volume II deals with three villages only, namely — Beppalapad, 
Takkellapad, and Kakuinanu. His enquiry into the economic conditions of these 
villages is thorough, and in the collection of the material the author must have 
taken a great deal of pains. They throw a flood of light on the indebtedness 
of the ryots, the fragmentation of holdings, the standard of living, wages, drinking, 
education, extravagance in dress, and on various social ceremonies. The mass 
of statistics regarding farm costs in the first volume, and regarding village budgets 
in the second is very instmctive reading. 

The author deserves to be congratulated on the care and energy shown in 
the collection of materials and in the preparation of these volumes. His sugges- 
tions for the material advancement of the agriculturists in the locality studied 
are well worth serious consideration. 

B. G. B. 


Au Pays de TACfORK, by Prof. Arthur Geddes. Publishers : Librairie Armand Colin, 
Paris. Price 25fr. 

This is a remarkable study in French of the rural life and the geographical 
conditions of eastern Bengal by a distinguished sociologist who was, for some 
time, Professor of Sociology at the University of Bombay. The book has an 
introduction by Prof. A. Demangeon of the University of Paris and a preface by 
the author himself, both of which give the reader an insight into the motive and 
the spirit which animated the study. The book, as was to be expected, is full 
of the atmosphere of sympathy, understanding and keenness for scientific research. 
Prof, Demangeon points to the introduction of the Permanent Settlement and the 
invasion of Manchester and Sheffield goods into Bengal as two of the chief causes 
uf the rural decline of that Province and is happy to think that the task of 
discussing the possibilities of rural reconstruction, has been essayed in this book 
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by a European scholar of the type of Prof. Geddes who believes in the co-operation 
of the Eastern and M^estern civilizations for the well-being, the peace and the 
harmony of mankind. The author has made a close study of the natural condi- 
tions of Bengal and of the philosophy and the religion of the people of the Pro- 
vince and the work is the outcome of the investigations made by him on the spot. 
The friendly company of two such worthy sons of India, peculiarly representative 
of Hindu culture^ as Rabindranath Tagore and Sir Jagdish Bose, was peculiarly 
conducive to a correct appreciation of the different aspects of life in rural Bengal — 
the subject of study, and Shantinikelana provided a suitable background for the 
whole picture. We recently have had a number of village inquiries in India, 
some of which are good. But here we have an inquiry by a western social 
philosopher deeply interested in rural life of India — with ideals of his own. . 

This study of the country round Bolpur and of the Birbhum district and of 
Eastern Bengal in general, is all that such an investigation should be. We have 
a good account of all the relevant facts about the topography, the geography, the 
soils, the rivers, the vegetation, the crops, the animals and the peasants of the 
district. There is a brief history of the people and a description of village life. 
Then follow's an account of three Mahomedan villages and half a dozen Hindu 
villages. In discussing the state of agriculture, Prolf. Oeddes emphasises the 
insufficiency of land and agricultural equipment and the poverty of human beings 
and cattle. The picture presented to us of the condition of tenants, peasants and 
labourers and of the part played by the Zamindcr and the Mahajan, is very 
interesting. In fact, no aspect of life escapes the security of the sociologist, who 
is anxious to find out why, in a land so richly endowed by nature, human beings 
have deteriorated to a deplorable state. The estimate framed by the author of 
the income and expenditure relating to the cultivation of an average bigha of land, 
may have to be more closely scrutinized if any solid conclusions are to be based 
on it. But there is no doubt that even this part of the work has been Very 
carefully done. The cominents of the author on everything he observes and 
sftudies, are shrewd and penetrating, as they arc frank and sympathetic. On 
the whole, the book may be pronounced a good guide for similar studies in 
India. The copious bibliography at the end of the book shows the ividth of 
vision and the thoroughness with which the task of love has been executed. 

. . V. G, K. 


The Problem op Control, by A. P. L. Gordon, B.A., formerly Hulme Exhibi- 
tipner of Brasenose College, Oxford. Published by Routledge. Price. Rs. 6. 

One of the most disconcerting phenomena of economic organization in recent 
times, has been the growth of combinations in different shapes and Inform s under 
various names such as kartels and trusts. It may appear as if, in the present 
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age of free competition, one need not bother how manufacturers and traders 
organize their business, as in the long run an equilibrium will be established and 
the best interests of all parties will be safeguarded if there is no outside inter- 
ference. But in reality the position is not so simple, inasmuch as combinations 
like kartels tend to become despotic monopolists and governments have to intervene 
for the protection of the public from exploitation. But text-books on Economics 
show us how monopolies are not by any means an unmixed evil and free competi- 
tion is not always beneficial- How to secure the advantages of monopolies like 
trusts and kartels without their evils, is, therefore, a very important problem for 
legislatures and governments to solve. It is natural that in these circumstances 
a good deal of discussion ana literature should have grown round the whole subject. 
The treatment of kartels is to-day a live issue before the legislators and states- 
men of (rennany, and other countries have likewise to determine their policy 
towards similar combinations within and outside their borders. 

Mr. Gordon’s book wall prove extremely useful in providing material and 
means for an understanding of the complexities of this troublesome problem. 
He describes the general method of the kartel system, showing how free competi- 
tion under modern conditions of production leads to restriction in the shape of 
kartel agreements of different kinds; and how the independent producer, other 
industries, and the consumer are affected thereby. Speaking of the post-war 
formation of a great steel trust in Germany, called the Vereinigte Stahlwerke, 
the author refers to the advantages the organization has secured to the nation 
and the industry by means of economies and effective regulation of competitive 
activities and goes on to remark Nor is it to be stigmatised on the ground 
of its ability to extort high prices from the consumer; for the consistent policy 

of Germany in refusing to make combination illegal has left the state with 

sufficient power to prevent exploitation. Moderate dealing with kartels has made 
it possible to hope for moderate behaviour on the part of trusts, and has opened 
the way for possible international agreements of the future.” The second part 
of the book is concerned with legislation, and problems of contract, comfetition 
and price are discussed in that connection. The English law regarding combinations 
IS compared with the German law, and the weaknesses of the former are pointed 
out. Then the relations of free trade and combinations are discussed^ and 

the jiossibilities of international kartels and an Economic League of Nations 

are considered as a solution for the difficulties presented by the trust phenomenon. 
Referring to England, the author says: “A country which by legal, judicial 
or administrative action sets up the parrot cry of ‘ monopoly ’ against all kinds 
of combination will quickly lose its position in the industrial world.” The book 
closes with the following interesting observations ” It cannot be too strongly 
emphasised that the danger lies not in monopoly itself, but m the abuse of 
monopolistic power; a system of prohibition, therefore, fails to tackle the real 
problem. Monopoly, more or less developed, has powers for good which infinitely 
exceed its capacity for evil doing; restrictive legislation must be blamed if, 
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particularly in this country, the strength of monopolists has often been forced 
into sterile and obnoxious channels.’* On the whole, Mr. Gordon’s book makea 
interesting artd instructive reading. 

V. G. K. 


The Facts op Industry. Case for Publicity. Macmillan and Co. Price Be. 1, 

Disputes between capital and labour are the order of the day in all countries 
at the present moment, and one of the surest means of avoiding the extreme 
measures of strikes and lockouts, is a free frank discussion of the questions at 
issue between the parties affected. Unless labour is all class war and “ down 
with capital, ’ where collective bargaining and strong trade unions have been 
organized, the chances of a peaceful solution of industrial disputes are favourable. 
But it is not capital and labour who are alone interested in this matter. The 
community at large has a great stake in the affair, and its attitude is often 
decisive. But the public finds it extremely difficult to form a correct judgment 
in the absence of a knowledge of facts about costs, prices and wages. Even 
the wrorking classes are handicapped in their negotiations with employers. The 
report before us has, therefore, done a distinct public service by emphasising the 
vital importance of wide publicity of all relevant facts about the conditions of 
industry. The committee which has drawm up the report, consisted of well- 
known representatives of the different interests concerned, and we arc glad to 
find among them the names of Prof. Bowley and Mr. W. T. Layton, who was 
chairman. The report is based on the assumption that “it is impossible to 
formulate a wise policy in industrial and economic affairs without first knowing 
the facts of the case.” A good case is made out in the report in favour of 
the compilation and publication of important facts concerning industries, and 
the concrete recommendations of the committee are of a practical nature and 
ought to receive a sympathetic consideration. We, in India, have now Hufficient 
experience of the conflicting claims put forward by capital and labour and would 
very much welcome a movement asking for publicity. The difficulties in the 
way, in this country, are much greater than in advanced nations like England 
and the U^S.A. All the same, modern industrial conditions everywhere demand 
Y^ide publicity in matters in which public interests are vitally concerned. 

V. G.. K. 


England on the Eve of the Industrial Bevolution, by L. W, Moffit, Ph,D, 

, P.S. King, pp. 812. Price Bs. 12-6-0. 

• The laduBtrial Rerolntton i* aecMeflly the greatest formative influence in 
the history of n.oflern Britain. The changes implied in that revoJntion and their 
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soual and oconomic ( on sequences have been caiefulh studied b> scbolars iilc» 
Arnold Toynbee and Paul Mmtou\ but the condition ot l<jnf,land just before 
industrial rovolulK n is i ither obwiat Ibosc ^\llo icad the standard histories, 
even worlvs by ( unninp,hain ind Ashlev, lui^^lit Ium icaliscd that then account 
of the economic biBtor\ ol \ nt^lind betwiin 1650 ind I7t)0 is meagre and un 
hatislaclorv and this uas felt to be i \ir> sdious void seeing that peiiod 
witnessed the pieparation for the gieaf < lunges unnuted vuth the Industrial 
lievoliition Dr Mofht oi Winnipeg, 1 \s idled this \oid \ei\ creditablv, in tlu 
book before us 

Di Moflil lias nulvscd the uon mu striutuK f England in the period 
just bcioie 1760 in its nunii< Id ispc ts In Mie fiisf part he anahses the agn 
cultural technique csf(cidll\ d Nortluin 1 nglmd and „nes also useful details 
ot the tfiiui (f lind size of l^rms (uchsuics and of the conditions of markets 
jinces and transpoit igentits His analvsis (f flu su lal structure of the rural 
(cmmunitv is ontei timing as wdl ib insti active 

Tn Piri IT he deals v\ith the slate cf ndiistrv and commerce and he inalyses 
their stiuctiiri with neirJy is mu h thorc iiQhnes-> as shemn in Part I His treat 
nient oi the domestic svstcin of industiial ciginisation is partuularlv useful m 
asrauch as he shosvs low that system \\crked in the various industries then in 
rxisteiicc The condition cl the handicrafts and of the workers engaged in 
them the ditfeient classes ol mddlemen and the methods by which they distributed 
tlu goods and the natuic of the markets and fairs have been brought out with 
1 minuteness of detail and wealth of illustration not found in most other works 
on the subject It mav be noted m passing that m a good many ways, the 
(cmditions detailed 1)\ him wcie analogous to the state of the contemporary 
tc\tih minufactuies in Tnlia dunn^, the same period 

Ihi sciircos utili/c 1 wcic the c ontemiic rarv writings of Hamel Pefoc Arthur 
5oung the pamphlets jieiiodicals md newspapers of the time and the mine 
of informaticn called the Vi torn ( ountv Histones One important source which 
the writei might have ccnsulted with advantage is the collection of papers of 
the Boaid ot Indiistiv and Trade pieser ed in the Public Eecord Office m London 
Smulaily one would legiet that lu did not utilize the vast pamphlet literature of 
the 17th and ISfh centunes jiu Hived m (Toldsinith s Library of Economic Liters 
hire new housed in the Lon Ion TTniversitv Libiarv Perhaps the author was 
siifterin^ from i plethori ol ticts even so he could have had i bettci oppoitunity 
to select the more peitinent facts md the most accurate figures had he waded 

IliTOUgh the copious sources just noted 

rurthei one irn> perhaps feel after leading the whole boil that the relation 
of the facts dealt with to the changes brought about hv the industrial lovolu 
tion could hive been brought out more thoroughly No doubt he has stressed 
that the penod was one oi pieparation but that could have been illustrated moie 

jiointedly 

To the Toflian 'wholnr tins book ^^Ill friw many bmla ind RnggeationB foi a 
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similar work on the economic history of India before the Eailway Age. I hope 


some competent scholar will take it up. 

P. J. T. 


Economics of Farm RErjF>F, by Edwin B. A. Seligman. Published by Columbia 

University Press, 1929. Pp. xv, 303. 

The book under review is an explanation of the present weak position of the 
American farmer, and an effort to suggest remedies for improving the condition 
of the farmer. Prof. Scligman finds that in America the returns of agricultural 
enler^irize have in almost every line, been meagre and inadequate for the last 
few" years. The position is made ■worse when we take into consideration the 
facts that during the Avar the agriculturists earned large profits, and as a result 
extended their operations through credit on the basis of those large profits. 
Now that the prices of agricultural produce have gone dowm, the farmers find it 
difficult to meet their obligations, and some of them are literally being crushed 
out of the industry by the load of heaA^v mortgage debts on their lands. 

To remedy this the Professor suggests that the lot of the farmer can be 
ameliorated by H) reducing transportation rates, (2) by hastening the transition of 
state taxation from a property to an income basis, and (3) by so arranging the tariff 
that a higher pri(‘e may be secured for the products sold by the farmer. To secure 
the aims, the Professor suggests the creation of a Farm Board which w"ould continu* 
ously look after the interests of the American agriculturists. The part of the book 
Avhich deals with the functions of the Farm Board is of peculiar interest to us 
in India where, as a result of the recommendations of the Royal rommission on 
Agriculture, Imperial and Provincial Councils of Agricultural Research are being 
instituted. The Government of India and the various Provincial Governments 
and all others who may be interested in the agricultural development of the 
country would do well to look over this part of the book, as it is sure to give* 
them some idea of what to do and how to do it, if we mean real progress in Indian 
Agriculture. 

Apart from the importance of the book to the students of Rural Economics 
in India, one chapter is of peculiar interest to students of Economic Theory. 
The Chapter is entitled “The Economic Characteristics of Agriculture,” and 
herein one finds an elaborate discussion of the influences of changes in the 
fjuality offered for sale of various kinds of commodities on the resulting price. 
The whole chapter is a masterly exposition of the relations of prices to changes 
in quantity and is w^ell supported by statistical evidence. 

, Professor Religman is one of the leaders of Economic thought and it is hardly 
possible to do justice 1o his "written word within the limits of a. review article. 
The only thing w'e can do is to suggest that all earnest students of Rural Economics 
;intl Economic Theory should make it a point to read this book. 


B. G. B, 
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A bocjAL Histoby ()!• Kmoland, by Frederick Bradshaw, M.A. (Oxon.), O.Hc., 
Londou. Lecturer m Ecoriornic History at Armytrang College, Newcastle- 
upon-Tyne. 

I he book under review is written with the limited purpose of supplying an 
easy ecoiioiiiic and sotiial suppleinent to the usual political and constitutional 
history studied in High Schools and CVdleges. This purpose the hook is well 
(calculated to s(uve. To students of Econojuic History proper the book is likely 
to he ol usi‘ only as an ‘ iiitrcjductiori.’ Mr. Bradshaw has, however, based his 
treatment on the works of standard authors, and a iierusal of his book is well 
wortli the trouble not only of the student ol history Init also of the general reader. 
At present there is a general stir in the social and economm life of onr country 
and tliosii wlio havic not the opportunitv of stud\ing the record of economic 
ju’ogrcss of other advanced nations arc hkcly to want the projier insight and the 
correct pcrsjiectivc foi judging conten porary cxperuuiccs. A sketch of British 
social and economic history like that of Mr. Bnadshaw should find a place ou 
the shelf ol (‘Very educated citizen who desires to lake an intelligent and critical 
interest m th(i movemeuis of his times. 

D. a. K. 


Lndiuknolts 1ni)i\n Bankino, by M. M. S. Gubbay, i).B. Taraporevala Suns & 
^ Co,, Bombay. Its. i-12. 

This bo(^k IS a reprint of a jiaper read at the Koyal Society of Arts, London, 
by M. M. H. Gubbay. Mr. Gubbay in various important capacities as Collector 
of Custouis at Bombay, (kmtroller of Currency, and Financial Secretary to the 
Government ol India lias had unusual facilities of studying at close quarters 
the subject of Indigenous Indian Banking which to many people is nothing but 
a usurious system of money-lending. The paper has thus the rare merit of having 
been written with inside knowledge and m spite of tlie intricate nature of the 
subject the lixpositicju is both simple and brief — ^perhaps too brief. 

Mr. Gubbay starts by dividing Indian banking into two main groups, viz.^ 
(i) banks working on jointstock principles or what be calls “ organised banks ” 
and (li) private Indian liankers, i.e., the skrojfH^ eketties, mahajamy etc. After 
a brilliant analysis of the causes responsible for the defects and limitations of 
organised banking the author rightly points out that “ the part played by 

organised banking in the t’mancial life of the people of India is inconsiderable 

when (‘ontrasted with that which is played by the private Indian banlver.” Then 

follows a close hut clear examination of the ojierations of the various classes of 
indigenous hankers including the endorsing ahrojf who through the hutidis provides 
the only link that, at present, exists between tiic Indian bankers and the 
organised banks. This link, however, as Mr. Gubbay rightly points out, is 
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neither regular nor eileetive, because a banlvcr usually mvosts his own J'unils in 
these hundis and rediscounts them \vith a joint-slock bank only in tunes ol 
temporary stringency or pressure, when Jiis own resources are exhausted. There 
IS thus no real co-ordination or liaison lietween the indigenous bankers and 
organised banking. The most iiuporlant problem is how to bring this about 
and if Mr. Gubbay s paper does not actually solve it, it at least brings out the 
attendant ditlicultics and points tiie way. 

Along wutli Mr. Gubbay’s jiaper, the juiblishers have done well in giving an 
exhaustive discussion thereon which contains the views of such leading authorities 
as Sir Henry Strakosch on “ Geutral Banking ” and Sir Sclwyn Fremantle on 
“ Co-operation.” 

The book wull be found to be very useful by all students of Indian banking, 
jmrticularly the members of the various Banking Enquiry CJoromittees recently 
set up by the Government, and some of the stales. 

H. C. J. 


Memorandum on 'ihk Ki<:ed von Bkvision of the Indian Customs Tariff, by C. 

N. Yakil, University l^rofessor of Economics, Bombay. The Federation of 

Indian Chambers of Commerce, Bombay. P. 24. 

This short pamphlet has been compiled for the use of the Committee oi the 
Federation of Indian Chambers of Commerce. Part I gives a few well-known 
facts about the Indian Customs Kevenue and points out the need for a scientific 
and comprehensive inquiry into the many important issues involved. Part II 
contains a very brief and nece,s.sarily incomplete discussion of the theories under- 
lying tariffs, mainly following Dr. Gregor\ ’s metbod of exposition. One refuses to 
believe that our businessmen arc ignorant even of sneh elementary notions alamt 
tariffs. 

H. SiNHA. 


Report of the Eleventh SEbsioN of the Bihar and Orissa Co-oprrmtve 

Congress, 1929. 

The Report gives tlie Presidential Address of tlie Hon’ble Ramdas Pantulu. 

It is an admirable address given by one who is in close toneh witli the general 
I rend of co-operative life in India and with its actual working in the Presidency 
of Madras. Mr. Pantulu opens that ” Excessive decentralisation of administra- 
tion and financial policies is a real source of w'eakuess in our organizations, and 
it accounts for many of our troubles. Account of co-ordination betwT-en the 

Provincial Banks, Central Banks and primary credit societies cannot but lead 
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fo coiifuRioJi of ailiJR aij(l (ilasJi of iulerests which inay ultimately result in 
linancial chaos.” To safetjuartl against this he suggests ” the developineiit and 
enforcement of a centralised policy ” and then adds ” But such centralisation 
must not offend against the democratic ideals of the movement.” This is by no 
means an easy task, and so long as the membership of the primary societies, 
from a (jualitative point of view, continues to be what it is, at least in tlic 
United Provinces, the unity of financial policy as between the central banks 
and the primary society is well-nigh impossible to bring about. 

B. G. B. 
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DEVELOPMENT OF ECONOMIC THOUGHT 


BY 

H. R. Scott, 

“ Piiiehill,” KodaihiiidJ, Indin. 


The word E(.oiionuc\s iHemiing; the science of tlie production and 
distribution of material wealth, has usurped the place of Political 
Economy in our modern lun<>*uao‘e but is a misleading word to the 
public who connect economics witk economy which cxmnotes parsi- 
mony or the doing-withoiii. Economy though necessary in the 
matter of personal consumption without waste of time or material, 
has a bligditing effect on progress if carried on to the detriment 
of efficiency. 

l^conomics as I undersfand it, refers to the equilibrium of 
current product ion with daily consumption, the former is an orga- 
nized business, the latter merely a natural consummation prompt- 
ed by need and human desire to fulfil that need. 

It is now fully recognised that the j ower of production has 
far outstri])])ed the power of consumption not Ik cause human needs 
or desires are limited but because they are restricted to monetary 
demand, that is to a demand in terms of Ihe money medium w’hich 
offers some monetary gain to producers. Por without such induce- 
menl a large section of the community will he condemned to idle- 
ness. 

The aggregate })urchasing power of money over commodities 
and services under our existing system of currency ] lus credit, 
based upon fhe call option of gold as an international standard 
of money and pric e, can only he increased by means of lower 


prices. 
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Hut thoise lower prices in their turn act as a deterrent to pro- 
duction and eiiteiprise lor money gains. 

Allot li(‘r lactoi* ill tiu' problem of distribution of wares to those 
who need them, is tlu' teiideiicy (‘vt*n in the joint stock capitalist 
system, for the spiuidiug iiowev of money to become concentrated 
in the hands ot the few to tht‘ (h'triinent of the many, also to the 
secondary fact that individual sjiending* jiower on ])ersonal comfort 
and enjinment is strictly limited. 

Ihe result a]*pcars in tlie diveision of si^tuiding power into 
lemling* jiowej* for int(nt\st or usury with the alternative of ex])en- 
ditin*e on (‘ajiital jnojects or enter])ri<e seeking money dividends 
and financial dominance over others. 

Most economists today are agret^d that retail ];ri('(s should 
he stabilized in ordei* to reduce so far as ])(>ssible ihe risks of manu- 
lacturc' and trading together with tlie smallest variation between 
nominal money wagt*s and itail wages, sinct^ such variations are a 
fruitful cause ol laboui' dissatisi'acd ions. Tin* orthodox doctrines 
of the last century were based u])on barter ]>rinciples, i.e., the 
mutual laniefit of botli sides to all tiading ojauations, tin* (‘x- 
changt' of goods lor g(a)ds or smvices for servic(\s ai(‘ liotli combin- 
ed and tli(‘ balanc(‘ of 1rad(‘ wa< th(‘ detewminate ol rates of fondgn 
('xchang(> as (»x]5ress(Ml in t(*rms of cinrency unitvS. 

(lold Avas accepted as the incarnation of all human values in 
tht» last i(\sort and its ado])ti(m as a standard, (^ss(*ntial to ])reveni 
any dishonesty (jf curia iicy n.anij>ulat ion on th(» part of national 
(xoviM'nnnmtM. 

Scaraity of fht' ni(»dium \Aas regardt'd as an attribute of value 
and the market lat^^ of intiu-est justifiiMl by th<‘ law of supply of 
loanable funds in relation to the imwitable (hmiand for them. 

Th(\se doctrines die hard, they an* olmously (orrect Avhen con- 
fined to bartf’r princi])](>s but they are grossly misleading wht*n 
the results are expressed in terms of an unrelated entity such as 
the money we use today. Money ])ri(*es are now recognised as 
fractional of the total circulation extant they are not arithmetical, 
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i.o., coiiii)o«pd of units of unlimited scope such as numbers. They 
are governed by (he totality of the issue and by facilities of 
transfer which (lis])cnse with the actual movement or handling 
of currency. 

Every attempt has been made to obviate the use of money 
while retaining tlie option of it. in the process of payment and 
receipt, thus permitting it so far as possible to become through 
speed of circulation, an ideal and scientific measure of all material 
values. 

The command of money by means of a credit balance at some 
bank has supersedi'd the possession of it and payment of money 
l)y means of a debit entry in current account supported by tlie 
payer’s signature, has supers(Mled the coiiniing out of coins (;r 
notes. 

Grovernment promises to pay coin on demand lias largely super- 
seded the minting and issue of metal di.'-ts which need no reserves 
beyond tlie substance of which they are composed. 

Hank casli-cnMlits have largely sn]MMSc(bd the method of 
mom\Y loans or advances against markeiabh' (‘ollateral and the 
discounting of hills of exchange and bimdis payable both on de- 
mand or subject to fixed time usance' has been discouraged by 
stamp duties and by bankers in the absence of an open rediscount 
market. 

Paper mom'v supported upon metallic reserves obtainable on 
demand by holders thereof hut subject to some minimum weight, 
ha.'-' been accejited as a standard, a si on' and a measure of value 
also as legal tender and therefore a medium of exchange within 
the couiitiy of issue but in point of fact in daily practice it is 
none of these things from a scientific point of view. 

As a standard, the purchasing power of gold in terms of goods 
is variable; as a store it is unreliable owing to (dianges in the 
general iirice level and in rates of interest, as a measure it is equally 
uncertain over ])eriods of time, ])artly by reason of manipula- 
tion liy issuing authorities through the creation of hoc reserves 
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and otlier devices, and partly because population tends to iuciease 
and crops to fluctuate in volume, irrespective of its total circular 
tion. 

Neither is it a true medium of exchange of goods tor goods 
tor although goods may be sold tor money and this money will 
j)urchase other goods, there is no direct exchange, all prices 
received or paid are determined more by the volume and speed of 
circulation of the medium than by the relationship in barter be- 
tween the two kinds of goods. 

It may be more correctly described as the medium of purchase 
carrying the double option of conversion into goods or gold. The 
second o})tion although now in abeyance, is theoretically necessary 
to maintain the confidence of the public who as a matter of fact 
do not require gold and would be embarrassed by the possession of 
it. 

So long as pri(‘es remain steady their confidence in their money 
holdings will not be disturbed. 

The specific theory which T wish to advance is that the issiie 
and withdrawal of paper money must be relabd io tlie things 
wanted and consumed by the j)ublic and not to any metal whose 
price may be fixed in terms of currency, since the purchase of gold 
from the reserves then destroys an arbitrary sum in money, and 
conversely the sale of gold to the State then creates an arbitrary 
issue of new money. 

The value of gold in iiums of \iseful things is determined by 
its scarcity rather than by its utility but as a reseiwe it can 
transferred to other countries which have adopted the i)rovisions 
of the Gold Exchange Standard. Gold coins no longer circulat(' 
nor are sovereigns legal tender in India today. 

The true relation between currency and war(‘s available for 
distribution, can best be secured by meaus of internal bills of 
commerce drawn by producers against actual sales and deliveries 
to merchants for value, these are discountable by Co-operative 
Societies and readily negotiable by all comm(*rcial banks of 
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deposit who can endorse and pass tlieiii on for casli to the Imperial 
Dank of India, where they can be rediscounted with the Currency 
Office at some reliable rate without Jimitation beyond the guarantee 
of the banks to i*epay ibis money on or before due dates, for 
destruction of this temporary medium of purchase. The revenue 
earned by the State from such je-discountiiig operations will go 
far lo obviate the necessity of taxation or of borrowing from the 
public. 

The call option of gold to all holders of the currency above 
1,(K)5 tolas worth (;an be Jetained as today but the chances are 
that it will not be demanded excejd for export purposes. The 
legal obligation on, the State to acipiiro gold at any fixed juice in 
new currency can be withdiawn since such an obligation en- 
couiages the hoarding of the metal. 

Hut the State should reserve to itself the power to acquire 
gold at or above the world market price if needed by its subjects 
at any time. I seriously maintain that the need will never arise. 

Hates of exchange today are determined by the balance of 
])ayments more than by any outstanding balance of trade in goods 
and these i>ay merits consist for the most j>art of interest due on 
foreign debt. 

The present-day flow of importations of gold into India in 
final settlement of the excess of her exports over her imports, 
are forced uj)on her by reason of the relatively small material 
(‘oinforts of her wealthier classes. If this gold could not com- 
mand the issue of new rupees, it is probable that it would be 
diverted into the purchase of sterling investments including India 
sterling debt as a source of income ratber than an idle asset. 

The main principle involved in such an evolution, in the 
constitution of our money is the automatic economic adjustment 
day by day, by means of tbe Volume instead of by means of prices 
whicb are in essence fractional of such volume. The volume of 
circulation will grow with the natural growth of trade and will 
shrink with its contraction leaving prices largely unaffected. 
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Tho eiii})loynieiii of sur}>his money by lending it for interest 
against marketable eollateral less a margin, will be su])erseded 
by its use in tlisc ounting trade and bank lu^ceptances at lower rates 
perlia])s but at less lisk and in far larger amounts. 

Currency reserves in metal tan be gradually sold for current 
moiK'v and these proceeds destroyed as redundant. New money 
will need lit) reserves beyond the transactions in necessary goods 
it serves to reflect. 
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SUMMARY 

It is siiffidieiit, without elaborate attemi)t.s at definition and 
elassifieation, if we classify taxes into ‘ direct ’ and ‘ indirect.’ 
JJow mathematical th(>orems seem to he more lamiliaily known 
in ‘ indirect ’ (oi' commodity) ‘ taxation.’ Some of the theorem.s 
are .stattsl in the Paper. A’o one doubts their utilitarian asi)e(t. 
They are also discernihh* by ‘ pure economic reasoning.’ Hut 
commodities being gcmerally correlated as regards demand! '.and 
jiroduction, for a study of the effects of taxes iipon them, the plane 
of ‘ pure economic reasoning ’ will be eagerly left for the mathe- 
matical. It is just here that Edgeworth’s writings are felt to be 
oiiginal and most welcome. His matlumiatical method for the 
case of two commodities one of which is taxed, needs to be restat- 
ed, as here and there, it is feared there 7nay exist some obscuiities. 
'Phe sti'iking conclusions reached as regards the j)rices of the two 
ai’tich's iniist surely stimulate in the line, additional work by the 
mathematical economist. 

Yow tho other aspect of ‘ intcj'nal ’ taxation is taxation of 
jier.sonal 'ueojues (or wealth). And whatever the utility law for 
inc(.mes (or money), Edgeworth’s doctrine of ‘ minimum sacri- 
fice ’—for this, a mathematical exi)osition has been given in the 
fiiiper — always takes us to the conclusion that the tax rate must 
be jiroyrcssire on a sleep scale. Hut the ‘ equal sacrifice^ prin- 
ciple if associated with law of utility for imaimes, due to t'ramer. 
for instance, leads to the conclusion the tax-rate must be regres- 
sive ! ’Thus, at least in its mathematical aspect, Edgeworth’s 
firinciple must be considered the best, for universal application. 
This can be demonstrated by a comparative tabular representa- 
tion. To conform to his doctrine, Edgeworth proposes a tax 

formula for this, an interesting mathematical construction is 
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shown — which has been rlosely kept in view, by two tax systems 
in recent times. 

Inferences must be drawn now. Thus extension of Kdge- 
worth’s method to three or more corrcdated commodities could not 
be totally bereft of its jnaetical importance. It is desirable also, 
to be nearer actual economic facts, that no indej)endence between 
the (‘ost of production and demand functions should, be ai^sumed, 
in our equations. Again, as Mr. Chapman’s and other writings 
tend to show, either progressive taxation may be justified more 
on the relative urgem-y of human wants than any ^ sacrifice of 
utility theory,’ or if the Kdgeworthean doctrine is to bo continued 
more firmly than btdore, a discovery of a Law of Utility of Tn- 
( omes, (expressing oui' expediences evenly for all ranges of incomes 
is (hssirable. This should not so Jiimdi be done on a priori grounds 
but. on the lim’s of (‘xja^rimental nu'asurement, in the plane of 
(‘ontact betwe(di Fconomi(*s, Physics and Psychology. 

Nevertheless a just iwognition of the Mathematical method 
in ^ Taxation ’ is confidently ('xpected to h'ad to hdtier heights. 


Any attempt to elaborate the definition of a tax would accord- 
ing to J^ldgeworth be an interminable in([uiry,” and w(^ are also 
told by ])r. llalton that “ a search lor classification is more in- 
structive than the elassifi cation when found. lienee it is not 
jjToposed to iiiirodiRM' the subject-mat ier of this aitich» (»n smdi 
fascinating yet slippery lines as attcm])ts at definition and classi- 
fication of taxes. Ill a way, Cournot, the (d't-negl ended Matlu^- 
matical ('eonomist, has ])repared the ground for us. In his 
‘ Theory of Wealth ’ we read The foims of taxdion may vary 
widely. At the time when ])ublic afiairs w(‘re conductenl in s(>eret 
it was considered a great art to be able so to diversify forms as, 
it was thought, to increase the .-Uf)plie8 of the treasury without 
making its exactions felt. Later according to a half-und(d\stood 
theory, it was considered desirable to make taxation as uniform 
as possible, but the financial legislation which stands today in 
France is etiually removed from both these extremes and recog- 


1 T>a1ton, “ T'lihlic Finance,” p. 127 
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nises forms of taxation, essentially distinct thoiigli quite limited 
in number, which from j)ractical rather than theoretical con- 
siderations, it classes in two main categories of direct and indirect 
taxes. From a mathematical standpoint, this involves a study 
of the effect of ^ indirect taxes * on the prices of commodities and 
of ^ direct taxes ’ on the utility of incomes, or wealth, of the tax- 
payers. No other viewj)oint perhaps, so readily suggests itself 
in our analysis as the foregoing. 

Now notable contributions have appeared more familiarly in 
the field of ‘ commodity* taxation.’ As early as 1838, Cournot 
discussed the case of taxation of monopolies and arrived at such 
conclusions as these: The less borne by consumers will remain 

without any compensation and there is no doubt that the doctrine 
of Quesney’s school is j)erfectly a])plicable to the products of 
monopoly, that it is better to levy a direct tax on the net income of 
the monopolist than to lay a specific tax on the commodity.*’* 
Again, the subject comes to the forefront in the discussion of the 
" shifting and incidence of taxation ’ by writers of Public Finance. 
Their schcmie has been to assume one of the three laws of costs 
for the commodity under consideration and reach conclusions as 
to whether the price increases or decreases as a result of the levy 
of a specific tax, thereby determining the effect on production in 
general. In another measure Dr. Marshall’s concept of ^ con- 
sumers’ surplus ’ and ‘ elasticity of demand ’ (or supply) has 
given a new line to the mathematics of ^ indirect ’ taxation. This 
study would not in general be one of prices of taxed articles but 
that in relation to consumers’ surplus and incidentally of produ- 
cers’ gains. Enunciation of theorems of high practical import- 
ance readily follows and we have, for instance, the results — (1) the 
loss in consumers’ surplus (or rent) is more or less according as the 


2 Coarnot, “ Researches into the Mathematical Principles of the Theory of 
Wealth,” p. 67. 

3 Cournot, ” Researches into* the Mathematical Principles of the Theory of 
Wealth, p. 

F. 2 
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elasticity of demand (or supply) is smaller, or greater, other things 
remaining the same ; or again, (2) maximum advantage accrues to 
the community when tlie Government taxes commodities obeying 
the law of diminishing returns, and devotes part of the proceeds 
in offering bounties to industries which obey the law of increas- 
ing returns. 4 No one for a moment, doii])ts the utilitarian aspect 
of these principles that decide how far a taxing authority shall 
go, and how far he shall not. Tf c, the elasticity of demand were 
equal to zero — this would be the case when we considered an 
article like common salt — the injury to the consumers is enor- 
mous. Or from the second theorem stated above is it any credit 
to a wise statesmanship, if in agricultural countries, the system 
of bdimties is so distributed as to ahVct mostly agricult nial in- 
dustries? One never maintains, however, that these truths are 
not discernible by ordinary reasoning. But whether the dis- 
coverj^ would be as compact as that with the mathematical 
weapon is a subject for actual investigation,. 

This preamble is considered necessary, because it reveals the 
extent of development of the mathematical theorems in taxation 
of a commodity (supposed to be isolated). Indeed fhe field is 
distinctly the matliematioal economist’s when we consider the 
regime of monopoly. The (‘onclusion iliat the outpnl, for instance, 
is in general reduced to less than half what it is in a regime of 
competition seiwes as an instance. Symbolic treatment readily 
yields this result wliere pure economic reasoning ” cannot 
reasonably be expected to rise completely to the occasion. But 
when once we take cognisance of this fact that in actual econo- 
mic life, no one commodity is independent of others, as regards 
production and demand, the jdane of pure economic reason- 
ing ” is eagerly left for the mathematical. And it is precisely 
in this case of the so-called * eorrelated ’ commodities that Edge- 
worth’s writings are original contributions, and they no doubt 


4 Marslmll, " Prmciples of KconoiiuVs,” p, 409. 
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form tho most notable of additions to economic thought in recent 
times. 

Iho following symbolic tieatment of one of his taxation prob* 
lems, would it is hoped not only act as a resume Init also deal* 
some of the obscurities that might exist here and there in his 
collected papers.’’ 


If F (a;, y) denote the monoy-me.isnre of the satisfaction derived 
from the acquisition of x units of one coininodiry and y of another 
and / y) denote the money-measure of tho sacrifices involved 
in the production of these units, the fact that the articles are 
correlated as regards production and demand is indicated by the 


existence of ^ ^ and — 

axay axay 


Now 


<T 

(tX 


(<lL) 
V <^y / 




the rate of change of tho marginal cost-price of y with respect 
to X. If this is positive, it means an increase in the production of 
one commodity increases tho cost of production of the other. In 
Edgeworth’s words increase of one article renders the production 
of the other more difficult— this being a case of ‘ rival production.’ 


if is negative, we have a case of ‘ complementary produc- 

ffXay 

tion ’ where increase in the production of one commodity facilitat- 
ed tho production of tlie olher. Likewise——’ being positive, 


denotes tliat increase in the output of one commodity increases 
the marginal demand price of the other. Now, increase in the out- 
put of ithe first commodity means a fall in its demand price. Hero 
wo have a case of fall in the i)rice of one commodity accompanied 
by a rise in the price of tho other. This ICdge worth calls ‘ comple- 
mentary’ demand. ’ being positive denotes that a fall in the 

demand price of one article is accompanied by a fall in the other. 
This is ‘ rival ’ demand. 

In a regime of competition, with ecpiilihrium between demand 
and supply consumer’s surplus and producer’s gain must appear 
as maximised. 



322 


M. R. DORESAMlENGOa 


Now, consumer’s surplus, say ^ (a?, y) = F (*, y)—PiX—pty 
and producer’s gain say <#> {x,y) = PiX+Pty--f(x,y) where p, 


and pt are the prices of the two articles supposed invariable. 
Applying the mathematical conditions for maximum of a function 


^ (x, y)- 


( 1 ) 

( 2 ) 


<rip 

<rx 

0 - 07 ^ 




are both negative. 



to the expressions for both consumer’s surplus and producer’s 


gain, we get, 


<t}^ f\ 

-P‘ ^ 


_ .s/.. 

aX ^ ® (f/y 


( 2 ) 




and 


alp 


are both negative, say — A and — B. 


PlL 


and 


are both positive, say + a and + 6. (This 


shows that the investigation is restricted to commodities obeying 
the law of increasing costs.) 

) '’ ’"‘‘y < A X B and ( ) say y’ < « x />. 

The effects of a small tax t per unit on one of the articles x of 
which are being produced, may be taken as disturbing the eipiili- 
briurn slightly, so that x, y, become x-rAx. //H-Az/ 

Pi+ A/>i,P 2 + A />2 respectively. 

Consumer’s surplus now is ‘A {xi-^x, //+S2/), the conditions 
for maximum of which give (on expanding by Taylor’s theorem' 
infinitesimals of order higher than the first being neglected.) 

A. Ax + Ay = Pi + A P\. 

<rsc 

— ^ 4 p. A X- B. Aj/ = />, + A 
<ry 

The expression for producer’s gain now is </< (a;4-Ax, .yd-Aj/) 
T 6; + Ax), the conditions for maximum being 

+ a. A X + y A.y + t — p, +A P\. 


+ y A X + 6. Ay 


= P, + A p,. 
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But X, y, are values which make consumer’s surplus and 
producer’s gain maxima in the ‘ untaxed ’ condition so 

<rx (TX ^ * ay ay 

Henco -A. A x + /*.A.(/ = APi = a. Aa? + y. Ay + r. 

p. A a? - B. At/ = A/>. = >. A a; i b. Ay, 

It follows, from these equations 

“r~‘ ^ + (/^~y). 

D* 

■ V""* A = - p (B-f 6) 4- B (/A— y) 

where D* stands for the positive expression 
(A4-a)(B + 6) —(/A— yy\ 

It is now open to us to discuss whether Ap, and Ap« are 
positive or not considering the signs of p and y. 

In other words, whether the prices of articles go up or down 
as a result of taxation is to be determined by the consideration 
whether the articles are complementary or ‘‘ rival in the 
conditions of their deniaiid or supply or both. Edgeworth, after 
working out these equations concludes that it is just i)ossible for 
jjrices of both to go down — consumers would l)e advantaged as 
a w hole — w hen the production and the demand for both articles 
are rival, and Unit when prodiudion and clcunaiid are ‘ comjde- 
meiitary ^ this cannot happen. The first conclusion is very strik- 
ing. Sup])osing the tax were a bounty, w^e would have the result 
that as a consequence of granting a bounty to one of the two 
correlated goodvS the prices of both went up! Certainly the con- 
sumers could curse the benevolence of the taxing authorities. 
Other conclusions^ w’ould be reached if avo assumed independence 

5 Edgeworth, “ Paperfl Kelating to Political Fjconoiiiy,” Vol. IT A., p. 72, 
Chapter on “ Pure Theory of Taxation.” 

Conclusions marked 5 and 6 jn this article are difl'erent irorti his. The reader 
can make a close investigation. 
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as regards ‘ demand ’ and ‘ supply.’ The tabular statement 
beneath reproduces those effects: 


Nature of Relation between 
Articles 

Effects on one of a Hpkcific 

Production, 

Demand, 

Tax, 

Bounty. 

(1) 'Rival' 

‘ Rival* 

Both may be 
lowered. 

Both may rise. 

(2) ‘ C om plemen- 
tary’ 

* Complementary’ j 

Both cannot de- 
crease. 

Both cannot rise ; 
both lowered. 

(3) 7 = 0 

* Rival’ 

Both rise 

Bouutied lowered. 

(4) 7 = 0 ... ! 

‘ Complementary’ 

Taxed rises, un- 
taxed lowered. 

The other rises. 

(5) ‘ Rival’ 

fi = 0 ... 

Taxed rises, un- 
taxed lowered. 

do. 

(6j ‘Com plemen- 
tary ’ 

11 

o 

Both rise 

Both lowered. 


Perhaps an explanation is needed for bringing in the last 
column. As given out by the mathematical conditions, the investi- 
gation is solely for two commodities obeying the law of increasing 
costs, and as such, the question of bounty need not be introduced 
at all. Still for the sake of the mathematical completeness, the 
results are wortli stating and they nevertheless point out the effects 
of possible indis(‘reet statesmanship. Ikit there the theorems 
sland, perhaps infusing additional zeal into the mathematical 
economist to discover even more paradoxical conclusions (which 
though paradoxical are in the realm of actual realisation). And 
this would not be out of keeping with Kdgeworth’s spirit either. 
Observes Mr. Keynes in his obituary notice^ To judge from his 
j)iiblished works l^dgeworth reached Economics as Marshall had 
done before him through Mathematics and Ethics, But here the 
resemblance ceases. Marshall’s interest was intellectual and 
moral; Edgeworth’s intellectual and aesthetic. Edgeworth wish- 
ed to establish theorems of intellectual and aesthetic interest; 
Marshall to establish maxims of practical and moral importance.^' 

6 Economic Journal, 1926, ‘ Obituary Notice ’ by J. M. Keynes. 
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Considerations of available time and spaee have determined 
.that the writer should confine himself only to ‘ internal ’ taxai-* 
tion. Now, if we pass on to the other aspect — the taxation of 
ineojnes — we will perhaps be no less enthusiastic about Edge- 
worth and the mathematical method. The problem may be stat- 
ed thus : It is agreed on all hands, that in modern democracies, 
there should be a progressive tax-rate in any financial scheme. 
A^arioiis theories have been evolved to support this view. The 
most usual, perhaps, is the view, that democracy — it may bc> even 
jealousy that directs its action — wants to reduce the inequalities 
in the distribution of wealth. ^ The ^ utilitarian ’ school, how- 
ever*, would try io be more precise and justify ihe tax system on 
ihe basis of ihe known or deducible laws of utility of income. 
11 is jierfectly natural to expect citizens of a state to undergo the 
same amount of sacrifice, or sacrifice proportional to the total 
iitilily of income. But, whatever the nature of the sacrifice ex- 
pected, the result should be that the rate of increment of the 

dn 

tax, v, be positive, i e., that -^should be positive under 

any utility law. This in brief is the mathematical problem. It is 
in this connection that, Edgeworth claims superiority for his 
principle of ‘ minimum sacrifice,” namely, that the total tax-burden 
on a taxed community should be a minimum. Symbolically, if ar,, 

X,.X, x„ are the incomes in a state arranged (say) according 

to ascending order of magnitude, and if 1 , •?»> V , • • • Vn , are the tax 
rales, the amounts contributed by the various income-holders are 
>71 a:,, >7, X,. I?,®, . . . >7n®n. Assuming now that the utility law of 
incomes is expressed by «=/ (®), and that the tax contributions 

are small, the sacrifices involved are v- etc. The total sacn- 

du dw , , i 

fice is thus 171 a:i -3^ + ’is ^ dx, +•• • ’ ’1" “ 

7 Heligman, “ Essays on Taxation.’ 

8 Edgeworth, “ Paper* Relatitig to Political Economy,” Vol. IT A, p. 240, 
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As the :v’s aro positive, and as they are also invariable, for the 
above total to be a minimum, it is necessary that the various 

coefficients of .r should be e<}nal. Accordingly dx 

r}^ = . . . =»y» = a constant h\ 

Tins enables ns to generalise under any utility-law, and the 
following table shows the docluctions on the bases of the three 
‘ sacrifice ’ theories : 


Law of t'riLiTY 


CrarntM'H form IT = 
H n' V 


Hornoullian form 
11=0 loff a; 


Eclgewotth’tt form 
U in = A i* ~ 
marginal utility. 


Naturk of 7 ) ON Basis of Sacrifick hf-ino 


Equal 


l^ropoitional 


7;-‘J K/H s'l- Ho- ; = 2 K ; IVopor- 

giossivo tax-rato. I tional tax-iato. 


Minimum 


‘ 2 K 

T\ 

gros^ivo tax- rate 


7}-K/C. IVopor- i 7; = K logir; l*io- I x ; Still 

tional tax-rate. giossivo tax- > 


giossivt* 
rate. 


K X 


Pro- 

greswive tax-iate. 


/: 


K 

Ax 

— x’; Still more 
progressive tax- 
rate. 


nior(‘ x)i‘ogreH- 
sive tax-rate. 

■ ' K x» 

77-= -e : \’ery 

m u r h more 
p r o g r e Hsive 
tux-rate. 


Thus whatever be the utility law, the priiicii)le of minimum 
sacrifice leads to a pi()gr<»ssive tax-rate on a sti'C]) scale, while the 
other two principles do not so completely satisfy the needs of 
democracy. Indeed when the utility law is of the form, stated 
above as due to fVamer, proi)ortional to the square root of the 
income, the princij)l(» of equal .siicrifice totally fails in that, if 
adopted, it leads to make the tax systt'm regressive ! But the 
jmnciple of minimum sacrifice stands above the clouds in its uni- 
versality of application, and Edgeworth says that it proclaims 
in trumpet tones that the rate of taxation ought io he y)rogressive 
except so far as this distributional presumption is cut into by 
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the proportional and other utilitarian considerations.’’^ Also> 
whatever the reasons for lenity to millionaires in the past,” 
the doctrine of minimum sacrifice satisfies full fiscal justice. With 
this in view, J^Mgeworth distuisses the tax formulae of Oassel, White 
and Stegg'all, and pointing- put their limitations, j)ropo8es^® a 
formula of his own of wonderful sij?nificance and ap])ro])riateness. 

This may be constructed as follows. If is the tax-rate, as usual, 
for an income .r, say which is also (he ‘free income,’ and T, the 

total amount of tax collected for that income, »?= ’ the follow- 

mt^ conditions seem obviously to bo necessary: (1) ~ — < 1; 

(2) ^ and ('1)“^^- ^ iind p being constants. With these 

considerations, the integration of the 0 (|uation with the value 2 
for yields Cassel’s form, and with the value 1 for p, yields White- 
SteggalTs form. And now the one is too dull, and the other too 
sharp, and to provide a happy medium in graduation, Edgeworth 
proposes a value of p lying between unity and two, i.e., p = 2 — 6 
where e < 1. The integration now yields v = C — in 

which the constant C may bo determined from the consideration 
that the maximum value of the tax-rate, is unity. This finally 
leads to rj = l — o.v or its more useful form, log (.v — T) 
= loga -f 8 log a:. For practical purposes, the constants a and 
8 in this formula must be so adjusted as to make a x less than 
unity. Otherwise yj becomes negative, and the ‘ tax ’ becomes a 
‘ bounty M This, as recognised by Fdgoworili himself, is an un- 
fortunate limitation of his otherwise very powerful formula. 

It is noteworthy that the formula stated above due to Edge- 
worth, has been given its deserved ])rominence in recent years. 
Thus taking the new scheme of income-tax rates proposed by 
the Indian Taxation Inquiry Chmmiitee, it has been demon- 


9 Edgeworth, “ Papers Relating to Political Economy,” Vol. 11 A, p. 240. 

10 Edgeworth, ” Papers Relating to Political Economy,” Vol. IT A, p. 249. 
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strated how well that tax-rate eonforms to Kdgeworth’s formula. 
Again the Colwyn Committee Report which is, in the main, a vindi- 
cation of the British Tax System, gives instructive figures relat- 
ing to the taxes paid by the ‘ single * persons of stated incomes, 
which are all ‘ investment ’ incomes. Plotting log (jt — T) against 
log (.r), we can show the ]H)ints on the graph lie sensibly on a 
straight line.^^ 

So far, the attempt has been merely to present in simpler 
methods the mathematical structure as determined in the fields 
of * commodity ’ and ‘ personal ’ taxation. We can now briefly 
consider what further work awaits an enthusiast in these paths. 
In the first place, instead of two commodities, we can have three 
or a multitude of correlated commodities, and we have to develop 
our theorems on taxation in regard to f(.r. ?/, z), F(.r, y, z), . . . 
etc., which in the Fdgeworthian sense indicate the money 
measures of satisfaction, etc., and also in regard to the signs 


and values of the differential coefficients ” f’ 

<rz^ (Tgr ay 

o-y ^ ' 

T?’ cyfz cxcj etc. We can suppose any (or 

some few) of tliree (or many) articles to be taxed, and 
is it not highly probable tliat when we reason down to the signs 
and magnitudes of these partial differential coefficients, assum- 
ing either a i(*gime of monopoly or competition to prevail, we 
reach theorems of great significance on many commodities in the 
same Edgeworthian manner? Then sceptics will perhaps say 
that our work will be in keeping with that of the man, who even 
as a boy, used to sit in a heron’s nest and read Homer to himself 
and dwelt there not too much concerned with the Earth. 

But the student in such work must be optimistic in spite of this. 


11 K. B. Madhava, ‘The Half-Yearly Journal’ (Myaore University), Vol. I, 
Article on “ Official Statistics.” 

12Hef>ort of the ronmiiitee on National Peht and Taxation, p, 127. 

13 Economic Journal, 1920, “Obituary Notice,” by Keynes. 
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To be clearer, HU|)i)ose the correlated ( omniodities to be, say, the 
three classes of railway accomiiiudation and w^e could show that the 
taxation of any one class tended to cheapen the rates of the other 
two, or rioc verm, what a practical though astonishing deduc- 
^tion would that be? but that problem is just referred to in pass- 
ing. Already w'ork of an advanced mathematical character has 
appeared in ' commodity * taxation. Mr. Ramsay’s contribu- 
tion to the theory of taxation appearing in “ Kconomic Journal,” 
Vol. (1927) is a very hai)py augury. A remarkable feature of 
this article is that it assumes no indei)endence between the demand 
and the cost of production functions, but considers merely a net 
utility which is a function of r, .y, : and so no. In this sense, 
it is nearer economic facta than that given in the preceding 
mathematical Ireatnient. Again, an aiticle by Mr. Chapman on 
the “ Utility of Incomes and Progressive Taxation throws 
iresh light upon the usual methods of justifying progressive taxa- 
tion under any of the three well-known ])rinciple8 of sacrifice and 
under any of the known assumptions in regard to utility. Accord- 
ing to Mr. fdiapman, it is too erroneous to assume that utility of 
incomes varies continuously, the jirincipal disturbance arising out 
of alterations in the standard of life itself. In fact till a certain 

standard is reached, is increasing first and decrf'asing out 
after, and with the sudden change in the mode of living becomes 
discontinuous. It would ai)pear that Mr. Chapman, therefore, 
seeks to justify progresisive taxation, not on the basis of any 
utility-sacrifice theory, but on the relative urgency of hiunan 
wants. ‘‘ The poorer a man is, some confiscation of income to 
cause him deprivation of comforts which add to efiiciency — ^mean- 
ing the social value of his life or even the necessities of efficiency ; 
the richer he is, the more likely is the curtailment of his con- 
sumption to be effected at the expense of luxuries which add little 

14 Economic Journal, 1913, “ The Utility of Income and Progressive Taxa- 
tion,” by S. J. Chapman. 
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or notliiug to eilicieiicy or even may dimiuish, and so tlie right 
basis lias a certain reference to faculty.” From a scientific point 
of view, if the continuation of the Edgeworthian principle of 
‘ minimum sacrifice ’ is to be still desirable — as seeius to be the 
case — there is need for the discovery of the law of utility which 
rexiresents all our ex])eriences evenly, as the income varies from 
the lowest conceivable to the highest attainable by Fords and 
Eockfellors. The search for such a function is similar to that 
which led in Physics to A^an der AVal’s equation for the represen- 
tation of the behaviour of a fluid. Unfortunately, however, 
utility functions have to l)e deduced a pnori, and neither is 
exijeriinental work in J^cononiics so far definitely realised, where- 
as in l^hysics or in many other mechanical scituices, all work can 
be reduced to a nicety of measurement. >io one, for instance, 
j)auses for a moment to deriving a quantitative relationship be- 
tween the change in utility (which is a subjective feeling) and. 
the electrical resistance, say, of a person is capable of. Here lies 
the plane of contac t betwecm economics and experimental ])sy- 
chology, and till our hopes are fulfilled on these lines there is 
room for critics to ignore our utility functions as pieces of guess 
work. Nevertheless, it cannot lie denied that the mathematical 
method has served to enliame the exactness of economics, special- 
ly in this division of Maxatioii,’ and a just recognition of the 
sco])e of the mathematical method enq)loyed from (burnot to 
Edgeworth, may be confidently (‘X])ected to lead to loftier 
heights of reasoning. 

In (onclusion, I have to express my thanks to Professor 
K. P. iladhava f or all the w’arm sup})ort lie gave me during the 
preparation of this article. 
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liXTKODTJCTlON 

One of tile inowt important developments in the science of 
Statistics in relation to Economics during recent times has been 
the study of changes in the economic conditions of the past, with 
a view to forecast and control the tendencies of the future. To 
the businessman, to the manufacturer and farmer, to the bankei 
and the financier, the significance of such studies cannot' be 
easily exaggerated. It the busimvssman foresees a rise in the 
price of any stock, he will jnirchase large (quantities of that 
stock, while if he anticijiates a fall, he will try to dispose of the 
holdings which he has with the leaat ))08sible delay. Similarly, 
in the case of the manufacturer and the farmer, if they find that 
there will be an increased demand in the near future for a 
certain kind of commodity or raw material, they will produce 
more of that commodity or raw material and vice retsa. The 
banker and the financier also can adjust their policies more readi- 
ly to the changing circumstances if they can forecast these altera- 
tions than if they were to trust themselves to chance. Each one 
of them can thereby increase his chances of success and avoid 
or reduce those of failure; and all can contribute much to the 
welfare of the community as a whole by the stabilisation of busi- 
ness conditions which would inevitably result from their acting 
upon the scientific forecasts furnished by economic barometers. 

To an agricultural country like India, Economic Barometers 
are of the greatest value. Agriculture is the foundation of many 
other economic activities; such as the industrial and commercial^ 
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which depend upon it not only for their very means of subsistence 
but also for their raw material and other stimuli. As has been 
pointed out by Mr. J. H. Thomas, the Lord Privy Seal and the 
Minister for employment in the British Cabinet, improvement of 
agricultural production in India can relieve to a certain extent 
the problem of unemployment in Great Britain by increasing the 
purchasing power of the Indian ryot and thereby creating a de- 
mand for British manufacturers and machinery. Besides trans- 
l)ort agencies such as the railways and shipping services can also 
look forward to more work if there are large crops which have 
to be moved from one i)lace to another. But the agriculturist 
himself will benefit most by such agricultural barometers. 
“ Keliable crop forecasts ensure a more satisfactory course of 
lii’ices; while in the absence of these, speculators would often 
manipulate prices in their own interests. Again they lead to 
a gradual adjustment of prices to the supply put on the market 
at each new’ harvest by furnisliing information to the dealers 
about the condition of the crop beforehand. FinaUy if sugges- 
tions are made to the farmers about the raising of the next crop 
after a harvest, having regard to the conditions of the market — 
as is actually done by the United States Department of Agricul- 
turc^ — they will bring juoduction more into conformity with the 
market requirements and lead to greater stability of jirices. 

Besides tlie agriculturist, tbe Government and the merchant 
are also vitally interested in the publication of agricultural statis- 
tics which w'ill afford the basis for making forecasts. They 
obviously help the Government in forming their estimates of the 
next year’s revenue and also to judge whether the resoia*ces of 
the country are incTeasing or diminishing and to adjust their 
policies according to the circumstances indicated by the forecasts. 
As for the merchant, it is evidently necessary for him to know 
in advance of the harvest of each crop w^hat the produce is likely 
to be; and this information is furnished by agricultural baro- 
meters. 
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Before the war a number of attempts were made in Europe 
to merely register and measure the variations in many kinds oi 
phenomena, not only economic but moral and social as well. Of 
such attempts the most important were those of Newman Spallart 
in 1887, of Sir W. Beveridge in 1909 and of Messrs. Mortara and 
Sorer in 1913*. In all these attempts, no effort was made to 
forecast future economic tendencies. But they exercised a great 
influence on later work in that they not only showed the mutual 
interdependence of different phenomena but also suggested the 
possibility of predicting the almost regular ebb and flow of 
economic conditions known as economic cycles. 

The (‘arlicst attempts however at the construction of economic 
barometers as such with the clear object of throwing light on 
the future were made in the Fnited States. The Harvard Corn- 
mi tt(‘e of Economic llesearch begun its emiuiries in 1917 and has 
since 1919 ])ublish(Ml a monthly ‘‘ Index of General Business Con- 
ditions,” in which Ihey forecast the future based on a study of 
the statistical data relating to past economic phenomena. Nearly 
all the later attempts have followed the, example of the Harvard 
Fniversity Committee. The moat notable of these is that of the 
Lfmdon and Cambridge Economic Service which has since 1921 
b^'cn publishing every month an index chart of general business 
position on lines similar to those of Harvard. In Germany the 
Insiitiite for the study of Business Fluctuations (Korjunktur- 
forchung) set up in 1925 has been making minute enquiries into 
the mutual relations between economic phenomena. 

CONSTRTTCTION OF ECONOMIC BAROMETERS 

Meaning and Explanation of Economic Barometers. 

Economic Barometers are special statistical studies of past 
and present economic phenomena for the purpose of indicating 
future tendencies in order to serve as a guide to action. They 
(^re not mere compilations of statistics relating to economic 



334 


B. TIRUMALACHAR 


conditions, nor are they ‘ indices ’ as such which show only the rela- 
tive positions of the economic phenomena considered. They are 
attempts at making* scientific forecasts of business conditions 
based on a thorough examination of all relevant data and with a 
knowledge ot the underlying tendencies of econoniio life instead 
of trusting to liaphazard methods and incomplete information. 
This compreliensive treatment of statistics for the purpose of 
predicting tiiture economic conditions has been most successful 
in the Vnited States and in (jreat Britain. 

In the economic spheie it is possible to foresee future ten- 
dencies on the basis of past experience wdth greater certainty and 
accuracy than in other social sciences, for it has been discovered 
that in e(()nomics certain ])henomena tend to recur in the future 
almost regularly umhu* nearly the same or similar circumstances 
as in the past. “ Future economic action ‘ cannot ^ be wisely 
decided unless future economic probabilities are carefully amiKsid 
and such analysis is impossible without adecpiate statistics oif 
existing conditions. doubt increasing attention is being 
devoted both ])y otfl|||^ and private organisations for the 
collection and publication of statistics which throw light not 
only on the conditi(m> of ])arti(*ular tradcvs and industries but 
also on those of national or cwen world-wide economic phenomena. 
But till recently very little attempt was made to interpret them 
scientifically. In the ])ost-war period, howevcT, careful (‘xamina- 
tion of these statistical series are made with a(*curate forecasts 
of business conditions which have increased their importance and 
usefulness. 

Selection of Data. 

Several general considerations have to bo constantly kept in 
view in the construction of any Economic Barometers. In the 
first place as it is based on a suitable series of statistical data, 


1 fjordon : Business Forecasting. 
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aelectiou liais to be made from among a mass of available material. 
Tills selection depends upon tiie object for wbicb tlie barometer 
is constructed and also upon the availability of reliable and com- 
plete series of statistics jxduting to tliat object. If, for instance, 
the Economic Ikirometer is to be used tor the stabilisation of 
business conditions in the interests of the whole community, then 
only those statistical series will have to be selected which indi- 
(;ate general movcuneiits ail'ecting all industries, lint if it should 
be the j)urpose of t(je barometer to guide businessmen in their 
own particular industry, then it is only the criteria suitable to 
that industry that lias to be taken note ol. 

^^nother factor to be considered in the selection of data is 
that it should be suited to the economic camditions of the country 
with refercuice to which the barometer is constructed. Eor 
instance, in any barometer relating to Indian cjconomic condi- 
tions, valiu‘ of exjiorted manufactures is not of much consequence 
as India is mainly an agricultural country and a^ large ])art of 
lu'r tor(‘ign trade consists ol export of ra^v materials and agri- 
cultural products ill return for which slje'^mports large quantities 
of tinished goods and machinery. Again, even with reference to 
th(‘ same country the selection of the data to be used must be 
adjusted to the change in the economic conditions of that country. 
I'he Fnited States, ioi* exanijile, is becoming more and more an 
industrial (‘ountry and so the data })ertaiiiing to iiuhistrial condi- 
tions will have to l)t» chosen in | referem e to those ii'latiiig to 
agricultural conditions. 

Besides tliese factors, the data selected should also satisfy the 
tests of ‘ reliability, comparability, sensitiveness and frequency 
of publication.' Statistics wliiidi are not published on reliable 
authoiity and those which are impossible of comparison due to 
freciuent changes in their methods of collection cannot b(» of much 
practical use. Sensitiveness is important, because a sensitive 
index points emt changes much earlier than one which is not so 
and therefore cmables businessmen to ])lan their action more 
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oBVctively. The need for frequency of publication of up-to-date 
sialisties is obvious and several forecasting agencies attach great 
iini)oitance to weekly surveys of business conditions and j)ros^ 
])ects. 

iMirtlier, in the selection of statistics a point whicl\ has to 
l>e constantly ke])t in view is to choose such series as show a 
close correlation in their nioveineiits. The correlation may not 
bt' simultaneous but may be after a time-la But the very fact 
that som(‘ siuies rise or fall before others is im])()rtan1 in juediit- 
ing future liuulencies. h’or instaiu ts of th(‘ Ihree gr()ii])s of >(‘rl( s 
used by the llaivaid University (’ommittee, viz., sp(*culati()n, 
business and money — the movements in the first showed a ten- 
den( y to pr( cede those in the second while those in the second 
tended to come ])efore those in the third. This obsiTvation oi 
the regularity of movements in the three different groups has as 
a matter of fact enabled tlu' Harvard S(*rvic(* to forecast future 
(dianges in the business and money groups of economic activities 
long before tbey actually set in by observing the changes in tlie 
speculation group. 

The groups of s(*ries and their movement '-'o far considenal 
relate {)nly to general (aouomic conditions. But as th(? individual 
businessman is intei(*si(d in changt‘s in gcuieral economic con- 
ditions only in so far as they aff(*cf Ijis own industrj^ it would be 
interesting and iisetul to examiiu* whether a rise or fall in 
g(*n(ual Imsiiiess activity is ac<()nipanied by a similar movement 
ill (lifterent industiiivs and wludher a particular industry is affect- 
ed (‘arlier than another by changes in gem^ral economic conditions 
and if so, what is the time-lag. For this ])iirpose the construc- 
tion of ba rounders tor different industries is necessary and selec- 
tion of statistical data will have to be made which will help to 
g'ain this object. Already a number of business corporations 
bav(» unfl(‘rtak(m invcvstigatioiis on these lines both in the United 
States and in flreai Britain. The most important of these are 
forecasts made by the American T(de])hone and Telegraph 
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(Joiii])aiiy. Tli(‘, (ieiieral Motors ('oni})aiiy, the American Hadia- 
tor Company in the ITnited States and l)y the British Electrical 
and Allied Manufacturer’s Association and Messrs, llowntree and 
Com])any in Great Britain/’ 

Finally it is also interesting to s^^*e what relation, if any, 
(‘xists hetw^oen the movements of similar groups in diffenmt 
countries. Does a boom or a depression or other movement in 
an agricultural (‘ountry iiroducing raw materials j)re(‘ede a 
siinilar change in an industrial country? As a matter of fact it 
has been found that there is a tendency for s])eculation8 and 
business groups in the TTnited States to come before those of the 
(‘orresponding groups in Grea+ Britain. The National Bureau of 
Economic R^esearcli of New York under ihe guidance of Professors 
^JTiorp and Mitchell has done very valuable original work in this 
diri'ction. StcTtistical records of the economic and social activities 
of 19 countries including Great Britain, France, Germany, TTnited 
States and India, covering a period of from 36 to 136 years have 
been analysed with a view to indicate the close relationship 
whi('h exists beiv^een economic fluctuations in these different 
countries. After indicating the uniformity in the duration and 
coarse of business cyc les since 1890 in all of them, Professor Mii- 
(hell concludes: “ One’s final reflection may be that quiet business 
forces working toward uniformity of fortunes must be powerful 
indeed to impress a common ])atiern upon the course of business 
(’vcles in many countries and the increasing conformity to an 
international pattern which the annual reveals in recent years show 
that international influences are gaining relative importance. ”2 


Grouping of Data. 

The next })roblem for consideration after the seleetiou of 
suitable data has been made is the combination of the data so 


2 Introduction, p. 100. 
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yelected. If only ono series is laken as an index, it may be sub- 
jec't io disturbing* influence ])eculiar to itself, while if a niiinber 
of criteria is (*onibine<l togethei*, they may lose in sensitiveness. 
Kconomic changt^s of (dtlu'r j;ros})erity, d('])ression or revival, for 
instance, afleet diflerent industries difl'ereiitly and at diflVrent 
times. AgTiculture may feel the efl'ects of a de])ression first of 
all; this may affect the building industry which may in turn lead 
to a downward movement in the textile industries. Thus (dianges 
may take ])lace only after a time-lag in ('aeh industry. Or again, 
there may he a severe depression in agriculture, while the trans- 
])()it industries such as railways, shi}>])ing, (dc., or the (dolhing 
industries may at the same time he (^X]ierien(*ing a ])eriod of 
])ros])enty . To comhine together the indi(‘es of changes in these 
different indust ri(‘s would therefore he of little value, ])articular- 
ly for the j)Ui])ose of (‘iiahling forecasts to h(^ made of ]>rohal)le 
future tend<ui(‘ies ; for, the com])osite ind(‘\ toi ined by grouping to- 
getluu* indices which mov(» in opj)osit(‘ dirc'ctions would evidently 
los(' in sensitiveness. Tt is only in ex( (']>tlonal cases that indic('s 
which are difldutmt in nature can he grouped fogtdher into a 
c()mpf)site index and even then on condition that the separate 
indices used ar(‘ also ])uhlish(H] with the com])osit(* index. 

It must not howev(*r he supjmsed that no useful ])urj)ose is 
served ])v grou])ing together data into com])osite indices. They 
ai(‘ of value for indicating the hroad general tcuidencic^s and so 
long as the series of statistics used synchronise in their move- 
ments with one another, tlnu’c is little harm in comhining them 
together. Tbit one ])oint has to he k<‘i.t in vit*w while grouping 
togeth(*r individual seiies. Dm* iniport oK c* should he attached 
to ca(di one of them and thus weighted, they may lx* united to- 
gether into a composite in Avhich (‘ach of tiu* constituent series 
will (*xert its a])jn‘opriate influenct*. As a matt(‘r of fa(*t sucli 
composite indices are the basis of most of the fonx asting services 
which also ])ii1)lish simultaneously tin* individual series of which 
the c()m])osite is made up. 
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Technjque of the Construction of Economic Barometers. 

Iwoiioinic Hai'oiiiotoi's being atali.stical studies for the purpose 
of (liseovering Ihe underlying- tendencies and related movements 
to serve as a basis for forecasting the futui'e, the first step in their 
construction is obviously the selection of statistical data. In 
this process, the considerations tor such a selection described 
above must be kept in view. The next stej) is the combination 
of surli (liiia iiiio a roiiiposito index and as already noted due 
allowaiK'-e nuist be made for the relative im])ovtance of the indivi- 
dual sei'ies ^rouptaT together. This is done by applying* a system 
of Aveighting, whieh ensures the exercise by each series of in- 
fluences Avhicb its im])ortanee warrants. 

Since the prineipal ohject of economic harometers is to guide 
))usin(*ssman in forecasfing the movements of the trade cycle, 
if is necessary to eliminate the influence of some or all of the other 
factors besides that of the trade cycle exerted on statistics of 
husiiiess activity. These factors are the secular trend, seasonal 
variations and accidental or exceptional factors. Attention can 
tli(*n he concentrated on the cyclical movements of business acti- 
vity with a view to the (liscoverv of prineijdes on which forecasts 
can he based. A hare mention only can he made in this Pap(‘r 
of the methods applied to eliminate the influence of these factors. 

Secular trend is the general tendency of growth or decline, 
Avhich business statistics of prodmtion, (‘onsumption, etc., show 
(luring a long ])eriod of time. Various methods are adopted for 
gidting over influence of the secular trend. The most commonly 
used ones are those of the moving average and of the straight 
lin(\ The latter method is adopted by the Harvard Service. 

Seasonal variations affect many branches of business activity 
sueli as agriculture, building, textile, or transport industry. 
These may be due to seasonal or natural causes or to arbitrary 


5 Econoinica Educator, p. 790, 
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variations of the ealender. A simple method of eliminating sea- 
sonal variations a(lo])ted by the lA)iuU)n and Oa.m bridge Economic 
Service c onsists in (*om])ariiig and ex])ressiiig the average monthly 
figure as j)er(*entage of the average annual figure calculated on 
the basis of the data for at least ten prc'-war years and then apply- 
ing this })ereentage for the diflerent months to the recorded 
figuies. If unemjiloymeiit in May, 1024, for instance, were on 
the average 2 per cent below the annual average amount, the 
number of unemjdcyved in that month would lie increased by 2 
per cent in ordcu* to eliminate th(» effects of those infliumces. 

Ak regards ‘ ac cidcmtal or c^xeeptional ^ factors sucdi as, 
wars, earthcjuakes, etc., their influence eannot in the nature of 
things be cdiminated for such factors occur ciuite unexpectedly 
and therefore no c^xac t c*al(*nlation is possible of their influence 
and no definite mtdhod c‘an be suggested for their cdimination. 
Their efl'ects can no doubt be miiigatc'd to a certain extent by 
m<*ans of insurance but tlie very iclc'a of insurance suggests the 
provision against uncertainty. This im])ossibility • of completely 
eliminating the* influence of accidcmtal factors is a serious limita- 
tion of economic barometers. 

Th(‘ elimination of seeular tremd and seasonal variation 
having hcMUi effected, in order to remder thc‘ s(*ries more compar- 
aldc' as ic^gards theii* cyclic'al fluc-tuation it may be Found that 
(•om])arisc)n i^; -till difticmlt as somc^ scuic's show' more violent 
fluc tuations than others. As the ] urpose in view" is to compare 
tlic‘ time relation between the movements of different series, the 
ncuinal variation of c‘aeh series must he calculatc^d by the method 
of standard deviation and them each series must be divided'by its 
own unit of variability which will have the effect of extending 
the amplitude of those whose fluctuations are comparatively small 
and to diminish that of the series with wide fluctuations. 

Finally tln» com])arison of the different connemte^d series to 
discovcu' whether they show’ correlated niovcments may he made 
by the mathematical procc'ss of calculating the coefficients of 
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correlation or by the method of inspeeiion as is done by the 
Harvard TTniversity (committee. 

Certain Barometers Examined. 

Having* considered the problems and the technique of con- 
struction, a study may now be made of some important Economic 
Barometers in order to see how the methods are applied in actual 
practice. The best known and ih(' earliest barometer is the one 
pre])ared by the JTarvard TTniversity Committee of Economic He- 
search in ihe United States. 

First of all a selection of data was made which appeared 
pritnd fnae the najst leliable and sii»iiificant horn among* Ihose 
available and the separate seiies were tlien grouped together into 
ihree composite indices jepiesenting speculation, busines^s and 
money. Speculation is now represented by New York Bank 
])(d)its and Industrial Stock Prices; Business, by Bank Debits of 
140 Cities outside N(‘w York and Index of Prices of ten sensitive 
commodities and iIoiu\v by Hate of 4 — (> months’ ])aper and Hate 
of (10 — 00 days’ pa]'<er. It was found that each of these groups was 
subjected to four typos of fluctuations, viz., a secular trend, a 
cyclical movement, a seasonal variation and residual elements. 
The secular trend and seasonal variations wei’e eliminated by the 
nit ihods already mentioned and the result gave ‘ (Vcles ’ which 
w(M’e due 1o the ebb and flow of business activity. The residual 
elements are not eliminated so that they are present along with 
cyclical flucduations in the statistics used. Finally a common 
measure of variability (the standard deviation) was adopted so as 
to* make the fluctuations comparable. 

It was seen that the three groups examined showed similar 
hut not simultaneous cyclical movements. The speculation 
group rose or fell first, which was followed by movements in the 
business group while those in the money group came last. Cal- 
culations have been made of tbe most usual j^eriod of time-lag 
between the movements of the three groups. The most common 
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relation was for the business gToiip to la^‘ from 4 — h mouths after 
the s])eculation ^Toiip and for the money f>roup aboui- six months 
after the business group. The ohsemition of this se(iuence has 
l>een made use of to foreeast -when tin' turn of the eyeles froni rise 
to fall or rice rersa is appioaehing. And since tbe Federal 

lieserve Jlunk authorities have attempted to regulate the rhythmic 
how of business activities and maintain it at a steady level by 
means of credit control based on the lorecasts suggested by tlu‘ 
Harvard Index. Uuiiiig ijeriods ol ])r()s])erity ^^ith tendencies 
towards overproduction credit has been tightened wliile signs of 
depression in business have been checked by easier credit. Though 
it may not be possible to do away with the economic cycles al- 
together, yet it is certain that this j>olicy of credit control has 
succeeded in reducing the intensity ol llieir (dfects m hicli lias 
resulted in greater stabilisation of economic activity. 

There are other torecasting agencies in the Fnittd Stateis 
which have based their torecast on theory oi se(iuenc(* or time- 
lag ado])ted by Harvard Service. But tlu' Babson’s Statistical 
Organisation dili'eres from these in that their lorecasts are based on 
the principle that in business as in physics, action and i (‘action 
are ecjiial and ojijmsite, tliat is, if thert‘ is a rise in busin(‘ss 
activities to a certain extent abov(‘ a normal le\(‘l it is suie to 
be follow(‘d l)y a lall to the same t‘xt(nt. It is th(*iefor(‘ m‘C(‘s- 
sary according to this theory to (lctermim‘ the normal l(*v(‘l in 
relation to which th(‘ for(‘cast of the ac tual is ma(lt‘. For arriv- 
ing at this normal level tin* following imdliod is adoptcMl. Ihvelvc* 
series of statistics are selected and groupcnl into threi* conijiosite 
indices representing imucantile (*onditions, momdary ('omlitions 
and investment conditions. A ccmimon basis of com])arison for 
these diverse denominations and tin* elimination of scnisoiial 
variations are secured by working out a s(‘t of ‘ Scab* m(‘asur<‘s ^ 
for (‘ach fac tor for each month which indicate how tlie figure for 
a particular month is above the average for (he basic yc‘ar 111(13- 
BK)4. The sealc* figures for each month for c'acli factoi* arc' added 
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lip, giving double weight to bank clearings, domestic money rates 
and stock market conditions and the final figure obtained is then 
the ‘ index of business conditions.’ This summary index is then 
plotted as for an ordinary graph with an additional provision of 
a line of ‘ normal growth/ Some of the index figures fall above 
and some below this line of normal growth and there will there- 
fore be a series of areas alternating above and below this line. 
The direction of the normal line is determined so as to obtain 
equal ])ositive and negative areas. The direction of this line, 
however, is changed as occasion requires rnd is now adjusted 
from time to time according to bank cdearings.”^ lly means of this 
gra|)hic reqiresentation it is believed that it is possible when a 
period of depression will cease and be compensated by a period of 
prosperity or rice rersa and the jirobalvle duration of the succeed- 
ing period. 

The most important forecasting service in (jreat Britain is 
the lx)ridoii and Caml)ridge Economic Service. Its forecasting 
is also based on the sequence theory and an attempt is made to 
utilise the relation between the successive movements of specu- 
lation, business and money. Speculation is represented by the 
])rice of twenty industrial stocks, business by the Board of Trade 
Index of wholesale Prices of (/ommodities other than food and 
the value of exported manufactures and money by the Short 
Money Index formed by taking the average of the Bank of Eng- 
land Kate, the Banker’s Dc'posit Kate, the Three Months’ 
Bill Rate and the day-to-day rate for the middle of each monthi. 
It is found that these groups rise and fall in the same order as 
that shown by the Harvard Index. One significant feature of the 
London and (Jambridge Index is the representation of the busi- 
ness group by the value of Exported Manufactures. This is 
because this class of commodity forms the bulk of English output 
of which the major portion is sent abroad. The value of exported 


4 Copeland : BuflinesB Statistics, p. 22. 
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manufactures, therefore, constitutes probably the best single 
series available as an index of business activities in England, 

Position in India. 

In India, practically very little has been done in this direc- 
tion. There are no private organisations such as ihe Harvard 
Conimittee of Economic lieseaTch or the London Cambridge 
Economic Service vTiicli forecast general economic conditions 
nor are there any atiempts made by business corporaiions io 
]*eview the statistical series of particular industries and naake 
forecasts of probable trends therein, as is done by ihe American 
Telegra])h and Telephone Comi)any in the United States of 
Amtuica or the Briiish Electrical and Allied Manufacturers’ 
Association in (treat Britain. Economic life is allowed to take 
its own course without any ( onscdous effort being made to study 
past and j)resent business conditions for ihe purpose of making 
scientific forecasts and controlling the tendencies of the future. 

There are a number of difficulties in the way of constructing 
Economic Barometers relating to Indian business conditions. In 
ihe first jdace ihe statistical data available are very meagre so 
far as the industrial, commercial and financial a<‘tivities are con- 
cim’tkkI. Xot only are they totally wanting in r(‘8j)('ct of some 
important items snch as income, wealth, tdc., but e^on in respects 
of those for which some data are collected, they are iiicomideie 
and do not cover sufficiently long jau'iods enough to h(» made the 
basis for scientific forecasting. Besides, th(» data collected by 
either jirivate or official agencies have not Ix'on comjiiled with a 
view to their being utilised for shaping the (economic jiolicies of 
tli(‘ country. In fa(d as the Indian Economic Enquiry Committee 
remark no satisfactory attempt has been made in British India 
to collect the necessary material on a eorniirehensive scale. 
Further, as Professors Throp and Mitchell observer in the Business 
Annals '' It is more difficult to detect the gem^ral di'ift of affairs 
in a country like British India with a wide diversity of conditions 
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than countries like Brazil or South Africa where business seems 
to be denominated by a few well-recorded factors (p. 20). And 
without sufficient information regarding the different economic 
activities of the i)eoi)le — industrial, commercial and financial it 
is dangerous to forecast the highly complex and variable tenden- 
cies of the future. 

irowevei*, some attempts are made at agricultural crop fore- 
easi s by Grovornmont agenciv s. In such jmblications as, J^lstimatcs 
of tlio Arc'a and Yield of the rrincij)al Crops of India,’ the ‘ Indian 
Trade Journal ’ and the ‘ Agricultural Statistics of India,’ forecasts 
for all India are published for important crops such as wheat, 
cotton, jute, oil-seeds, indigo and sugarcane. The ^ Indian Trade 
Journal ’ also contains the ]u*ovincial cro]) forecasts. These fore- 
casts give an account of weather conditions affecting the growth 
of a crop, the state of the crop in foreign countries, besides the 
usual estimates of the area sown and the outturn of that crop. 
Of tlie three factors necessary for forming a crop forecast, viz., 
the area sown, the standard or normal yield and the estimate of 
(ondltion, the annual figures of the areas sown with the various 
eroj)s are on the whole accurate. But as regards the standard 
or normal yield which is based on crop-cutting f^xperiments 
supplemented by the information provided by trade statistics, the 
result is not satisfactory chiefly because of the practice of select- 
ing by the (\ve the ^ average ’ crops for such experiments. As 
for tilt' condition estimate (anna valuation) or the relating of 
the crop reported on to the standard yield per acre, it is a visual 
one and is ])re])ared by the village accountant who is a pessimist 
in such matters and is ai)t to under-estimate the actual state of 
affairs. 

The agricultural statistics of India are moreover meant 
primarily for the information of the Government and only 
secondarily for that of the public. No doubt, both of them are 
equally interested in getting accurate information and mutual 
collaboration is necessary for the purpose. But there are some 
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important obstacle? in the way. The illiteracy of the average 
l)rodiicer, the interposition of a number of middlemen between 
him and the substantial trader, who is possessed of the education 
and the vision to appreciate the advantages of organised informa- 
tion, the size of the country, the small and scattered units on 
which crops are for the most part grown, the deep-rooted disin- 
clination of the cultivator to admit that his crops are even normal 
and the absence of standardised weights and measures are all 
formidable difficulties. But with time and patience and organi- 
sation, these difficulties can be overcome for all ])rincipal crops 
as within the last decade, they have been largely overcome for 
cotton. ’*5 Axid as interest in statistical methods increases, there is 
every reason to hope that the collection of statistical data for the 
construction of Kconomic Barometers will be improved, not only 
in quantity but also in quality, which will render the setting up 
of forecasting agencies practicable and llnueby make the course 
of economic life more stable in the g<'neral interests of the whole 
community. 

Uses of Economic Barometers. 

Economic Barometers s(‘iv(‘ a number of useful ])ur]>()ses. 
One of the fundamental problems of flconomic dynamics is ihe 
discovery of the principles underlying the sequence of (economic 
fluctuations. Alternations of good and bad business conditions 
are common features of modern industrial life and attempts have 
been made to find the causes of these fluctuations and th(» extent 
of their regularity in order not only to reduce their intensity but 
also to control their effects in the interests of the community as 
a whole. In these attempts hkonomic Barometers afford a sub- 
stantial aid. 

By an examination of the statistical series of different kinds 
of business activity, it has been found that there is a certain 


5 Report of the Koval Coimiiission on A^ricnltiire, 
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reg’ularity in the recurrence of economic fluctuations. The term 
^ business cycle ' is used for the ebb and flow of economic life, 
the complete cycle beginning with a depression followed by a 
period of revival in industry and trade, leading on to the ex- 
aggerated activity of a boom, culminating in a crisis when the 
check to activity occurs, ending in a period of stagnation and 
depression. The duration of the cycle differs from about six to 
ten and a half years in some countries, while in the United States 
it seems to have covered only a period of three to four years. 
There are major and minor fluctuations one or two minor cycles 
occurring between two major ones. 

A number of theories have been advanced to explain this 
rhythmic movement of economic phenomena. They raii'^e from 
the sunspot theory which relates the appearance of sunspots at 
certain intervals with weather conditions and size of the crops 
to that which explains the cycle as the result of psychological 
reactions of financiers, manufacturers and merchants. 

It is not necessary for us to discuss the various theories ad- 
vamed. One feature has however to be noted, viz., that modern 
industry, commerce and agriculture are based on a money economy 
and the movement of the general level of jjiices is an important 
fac’tor in generating economic fluctuatioius. Periods of increasing 
business activity are usually marked by lising prices and those 
of declining activity by falling prices. Changes in the general 
level of j)rices tend to set up reactions which involve readjustments 
in the processes of production resulting friction, disorganisation 
and e(!onomic waste. The stabilisation of the general price level 
is therefore the ])rimary object to be aimed at by those who wish 
to control future business conditions in the interests of the whole 
community. And since the general level of prices in a country is 
closely related to the volume of cuiTency it is possible to control 
the price level by means of a well-directed credit policy on the part 
of the Central Banks. In effectively pursuing this policy, Economic 
Barometers render the ' greatest assistance by forecasting 
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the general level of prices. As a matter of fact the Federal 
Reserve Board in the United States has derived much help from 
the forecasts made hy the Harvard Index in their policy of Credit 
Control aimed at the stabilisation of that general level and there- 
by of tlie economic life of the country and so to minimise the 
wasteful elfecds of business fluctuations. 

Kconomic Barometers further serve as a guide to businewssmen 
so that they might increase the profitableness of thcdr industry 
or avoid losses. For gaining this object, businessmen are parti- 
cularly interested in knowing beforehand when the change from 
activity to depression occurs and rirr for example, a rise 

in the prices is foreshadowed leading to a ])eriod of prosperity 
in the near future, traders will find it ])rofitabIe to increase their 
stocks immediately and release thcmi when the ])rices increase. 
J^’xactly ojiposite will bo the action takem in case prices are likely 
to fall and a period of deimession is impending. In forecasting 
these changes whether of a rise or fall in ])rices leading to a 
peiiod of ])rosperity or depression, Kconomic Barometers will 
be undoubtedly of great help. The more accurate and conijdete 
the infonnation available for making such forecasts and the 
greater the number of people wlio act in accordance with them, 
the steadier will be the course of economic life. 

Finally Economic Bannneters make it possible to dolib(*rattdy 
control future conditionvS in the interests of the community as a 
whole. It is believed that the future may be controlled for es- 
fablisliiiig more stable conditions by the action of sufficiently 
powerful groujis. But certain s])eculations have successfully 
manipulated changes in prices to their own advantage, thereby 
increasing instability in economic life*. If it is possible for a 
small group of speculators to deliberately manipulate future 
conditions in their own interests, it must be (equally ])os8ible to 
control future conditions in the interests of the community as a 
whole. However, for such action to be effective, complex and 
relevant data of past tendencies and present conditions must be 
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available for the guidance of those responsible for such control. 

In providing the necessary foundation of statistics as a basis of 
forecasting, Economic Ihironu'ters are obviously very important 
and useful. 

Limitations of Eoonomic Barometers* 

Having considered the uses of economic barometers it is 
necessary also to know the limiting factors which affect their 
accuiacy. Ai)art from the influence of ‘ accidental ’ elements 
such as wars, t'ai thquakes, epidemics, strikes and lockouts, there 
are other limitations due to the imperfections in the statistical 
series available and in the methods applied in their construction. 
There are always varying margins of error which it is impossible 
to completely avoid. Eor instance, delay in obtaining the most 
recent flgiires is in some cases a serious handicap. Also for some 
series, reliable data are not ahvays available, “ They may be 
vitiated by the personal equation of the compiler or by the parti- 
cular puri)ose for which they are compiled.” These limitations 
could be overcome by improvements in the quality, availability and 
iu the collection of statistical data. Besides, the technical 
meiliods adopted for eliminating the secular trend and seasonal 
variations are far from perfect and the residuals left after these 
eliminations coniain not merely the influence of the cyclical 
fluci nations but also the effects of jandom factors peculiar to the 
series used. “ Even if a statistician bad relatively abundant 
raw mat(M’iul to work up, he would not claim that his results fonu- 
ed a fairly accurate record of changes in business conditions. In 
his ('ves the best results he can get remain approximations, limit- 
(h] by the errors of the underlying data and uncertainties of his 
technical methods.”^ 

But the most fundamental diflieulty in the vray of scienti- 
fic forecasting is that there are few^ time series which cover a 


SBnsincRS Annals, pp. 21-22. 
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considerable period fully. Neither a single index not even sudi 
an inclusive one as the volume of cheeks cleaied outside of New 
York, nor a composite index which is an average of movements in 
several indices can satisfy the requirements completely. In 
the former case of a single index it cannot be taken to re])resent 
all important phases of business activity. Payments made in 
c‘oin and pa]>er, monc^y or those made by (dieiiue in New York 
and in towns witliout clearing hou.ses are, for instance*, obviously 
(‘xcluded by the index representing only cheque clearings outside 
of New Y^ork. Besides fluctuations in the volume of cheques 
(lea red are quite diftcTent from thost* in the volume of goods 
produced, (*xchanged or consumed, and from those in employ- 
ment, etc. And these are as much ])art of the movements in busi- 
ness activity as the changes in the ^oluIlle of chtMjues cleared. 
Yoi these are left out of account altogether. 

As regards the composite index also there are important 
lacunae. Tn ihe first place the separate indices which are the 
basis for arriving at the (‘omjmsite index are those for which 
statistical figures hap])en to have been collected for a long p(*riod 
and not those which a statistician would choose if he were trying 
to construct an index. Besides, there are the ]/roblems of inter- 
pretation of a comj)osit(* index made by grouping together changes 
in series so difl’erent in their nature as say j)rice indices, value 
of exported manufactures and volume of ])ig-iron ]>ro(luced. 

Apart from the difficulties conm»cted with the availability of 
statistical data and the techni(*al nudhods of construction, Econo- 
mic Barom(ders are also limited in their objects. They are use- 
ful in forecasting large movements only and the minor (dianges, 
e.g., of prices from week to week or from day to day are not 
indicated. Though these are in fact not included in their objects 
yet a study of scientifically construct(*d Economic Barometers will 
undoubt(*dly give a hint of these fluctuations earlier than if the 
study were not made. 

Besides, Economic Baromet(*rs cannot be exp(*cied to afford 
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ready-made solutions for the problems which a businessman has 
to face in the course of his business as it will be most necessary 
for him to adjust his plans and actions to sudden and unexpected 
cmer^'encies caused by changes in any one of the numerous factors 
influencing his particular line of business. All that the Economic 
Barometers can do is to act as guides to broad general movements 
which are beyond the special sphere of liis operations, but which 
may yet seriously affect conditions within that sphere. Even in 
the case of barometers (*onstructed for particular industries they 
can at best be of limited value and cannot be taken as automatic 
guides to action. 

Provided account is taken of other factors, Economic Baro- 
meters can be made to effectively secure their pur])ose, viz., to 
rtmder (‘conomic conditions more stable by forecasting future 
changes and minimising the evil effects of economic cycles. 
G(‘mu‘al econo^nic conditions must never be lost sight of before 
any action can bo taken on the basis of the information provided 
by Economic Barometers. It is only if economic conditions conti- 
nue to remain unchanged that an aiialvsis of past statistical series 
can be used as infallible guides to action. But this can never be 
in the extremely (omplex and dynamic society of modern times, 
not even in the cavse of the ^ unchanging east.* And so allow*- 
ance must always be made for changes in the general economic 
structure of a country, e.g., in its banking organisation, in its 
foreign trade, or in its general system or production, etc., before 
Economic Barometers can be made to usefully serve as guides to 
future action. 

Sutmiiary and Conelusionw 

An attempt has been made in this article to .show the im«- 
portance of Economic Barometers with reference to Indian condi- 
tions and a brief review has been made of the various attempts, 
both pre-war and post-war to study past economic conditions for 
the purpose of predicting the future. The ])osition in India 
F. 6 
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a3 regards the statistical infoiiuation available as a basis 
for forecasting the future lendeiieies has also been sketched. 
Next the meaning and explanation of Economic l^arometers have 
been given wiili a des(*ription of the factors to be considered and 
of the methods adojded in their (instruction. An examination is 
then made of the most important Economic barometers in the 
United States and (Ireat Jlritain indicating how the sequences and 
relations between different series (^f statistics are utilised for the 
puipose of foivcasting. This is followed by an account of the 
uses that can be derivc'd from Economic* ]laromtd(U*s togetluT with 
their limitations and the nu'ans of overcoming or minimising the 
effects of the latter. 

It must however be admift( d that Economic baromet<‘rs are 
not infallible guides to action (dther for l)iisinessm(‘n in thtdr 
particular branches of busiiu'ss or for the community as a whole. 
In every case they must be siq ])lenHmted by an ('xamination of 
all the factors affecting tlu' ])articular problem undcu* consideration. 
As Professor Jordon (d)s(‘rves: “No single baromotcw can be 
ac(^ept(Hl as definifcdy indicative of coming events. The shadow 
that is cast b(‘for(» must be sought in diverse d('V(do]>monts rather 
than through one factor alone. 1’he range of fallibility is 
mat(‘rially lessened when several indices forecast a similar trend. 
A sinniltaneous grou])ing of large harvests, favourable bank 
sfdtbunents and an im])rovement in conditions abroad is far more 
c(U'tain to indicate a ])ros])ective bett(Tmont in business activity 
than any of the factors individually.’^^ 

The construction of Economic Baronnders is yet in an experi* 
numtal stage and much path-breaking work remains to be done. 
But it must })e s.aid that even at this stage the practical benefits 
(bu'ived from a study of Economic Barometers have been sub- 
stantial. To the businessman, though they do not provide him 
with the automatic forecasts yet they supply him with all relevant 


7 Forecast inj; by Davi-l F. -Torsion, p. 227, 
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statistical data in a conveiiient foim as a basis for making sound 
foiccasts. They also bring to his notice various general econo- 
mic tendencies likely to all eel his business, but which being out- 
side the main field of his activity might otherwise be overlooked. 
And even so they render real assistance to the businessman. At 
the same time they do conler a lasting benefit on the community 
by indicating the future course of ac^iicm so as to reduce the inten- 
sity of (>conomic fluctuations and control them, thereby minimising 
the social evils with which tli(»y are accompanied. 

h'inally, the* ju)l(‘ntialities of Economic Ifaiometers are great. 
The ])eriod of local and nafural economy is over. The world is 
being knit dosei and closer together in the economic sphere. 
Kational barriers are gradually being broken and the idea of 
l!uro]iean Economic l^'ederation is put forward which may become 
a AVorld Economic Eederation. Eor some commodities such fis 
intc'rnational securities and stocks, rice and wheat, cotton and 
jute, etc., markets are fast becoming world-wide. The principal 
dcunaiid for Ihmgal jute is from Aberdeen Manufacturers, Mysore 
Sandal Oil is sold in the London and Contincmtal markets, Avhile 
Mancdiestei' Cotton goods, German toys and Ja])anese and Swedish 
matches are tc) be found in the rcmiotest corners of India. Thus 
there is a wide disparity between the producer and the <*onsumer, 
and the tendency is for this gulf to be widened. Naturally the 
producer must plan far ahead while the businessman and the 
st()c‘k-dealer must ewer be on the watch for any small change in the 
distant parts of the world which may influence the supply of or 
the demand for the ])articular commodity in which he is interested. 
In all these directions Economic llarometers satisfy an essential 
nc'ecl by means of their scdcmtific forecasts. Thc^y are at present 
however not quite perfect. But the tendency towards spread of 
business relations and the accompanying trend toward world unity 
in the economic sphere increase the usefulness of Economic Baro- 
meters. And with the attainment of greater perfection both in 
the collection of statistical data and in the methods of their con- 
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striiciioii, wiih the growing- realisation of their advantages on 
the part of an increav'^ing section of the public and with more 
effective co-oi)eratioii between the various statistic;al organisations 
— not only national but international — there is no doubt that 
Economic Barometers hold out immense possibilities for the future. 
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I 

l^rulosfcjor J. H. Clark, “ ilie greatest constructive general 
theorist that America has yet produced/'^ published his Distn- 
Indian (if Wrnhh in 1899, and his Kasetdiais of Economic Theory 
in 1907. We are told therein that “ the whole income of the 
world is, of conrse, distributed among all peisons in the world; 
but the science of distribution does not directly determine what 

each j)(‘rson shall get AVhat we wish to ascertain is 

solely wliat fixes the rate oF wages, as such, and what fixes the 
rates of interest and of net profits, as such. And again, “ the 
science of distribution slioiild tell us primarily, not what any nian 
personally gets as a total income and how well he is off compared 
with other men, but in what ways the wages of his labour, the 
interest on his capital, and the return for the entrei reneur’s> 
function are fixed. Writing in 1912, Prof. I. Fisher distin- 
guishes in liis Elementary Principles of Economics the two modes 
of distribution of income, first between the agents that ])roduce 
it, and second between the persons who receive it, and that as 
regards the second, no other problem has so great a human 
interest as this, and yet scarcely any other problem has received 

1 Quoted by Palton as a remark of Prof. Haney’s. 

2 Did rihution of Wealth, pp. 6-6. 

3 Essentials of Economic Theory, pp. 89-00. 
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so little scientific study. In the jneface to his invaluable study, 
The Inoqwdity of Incomes in Modcrii Communities, published in 
lyiiO, l>r. IL Dalton says, “ disiribiition as between ])erson8, a 
problem of more direct and obvious interest, was either left out 
of the text -books altogether, or treated so briefly, as to suggest 
that it raised no question, which could not be answered either 
by generalisations about the factors of production, or by plodding 
statistical investigations, which })rofessor8 of economic theory 
were content to leave to lesser nieii/*^ In 1920,^ the same com- 
plaint is emphasised: “hitherto the attention of economists has 
been concentrated almost exclusively on the mechanism by which 
the wages of labour, the rent of land and the i)rofits of capital 
and enterprise are determined. As to the actual distribution of 
national income, there has existed a feeling of uncertainty even 
about so important a question as that of whether there is in dis- 
tribution sufficient regularity to justify any definite conclusions 
as to its underlying tendencies.” Kven as late as 1928, Professor 
Hubert Phillips was obliged to confess^ — let us if^grotfully admit 
at the outset that there does not, as yet, exist a satisfactory theory 
of distribution, such as, theoretically one would think it ]) 0 ssible 
to formulate. The labours of sutcessive generations of economic 
thinkers have built u]) a fairly satisfactory tinujry of value; given, 
that is to say, certain assumptions — which can tx* made to approxi- 
mate not iinreasonaldy to the conditions of society in which we 
live — we can intelligibly relate, in tlie s]diere of exchange, < cono- 
mic causes and economic coiisec|uenc(*s. Put comparable progress 
has not been made in the sphere of distribution. AVhile, that is to 
say, we have a number of generalisations to put forward which 
are interesting and valuable in themselves, we shall not be able 
to present a picture of the relations Ixdween exchange and dis- 

4P. 465. 

5 P. vii. 

6 Prof. R. N. Proropovitch, Economic Jonrnol, Man b, 1926, f». 69. 

7 Pitman’s Economicft Educator, p. 1081. 
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tribution which has comparable validity as a statement of causes 
and effects. The j)roblem is one which has so far baffled the 
ingenuity of economic theorists. Their difficulty, of course, is not 
that the ])henoTnena which they are (‘oncenied to explain are un- 
intelligible, but merely that they are too intricate; a theory of 
distribution which is to be worth anything must rest, inductively, 
in a statement of the relevant facts themselves, and the relevant 
facts do not lend sufficiently well to simple generalisations to en- 
able a theory comparahh' to oiir theory of ])7‘odu('tion and of ex- 
change to he constructed.’’ I may now state that the broader 
theory of distribution must comprehejid how the social duddend — 
“ tliat aggregate of ex(‘hangetil)le goods and s(^rvices which is 
brought into bcung by the community’s collective efforts to satisfy 
the community’s collective needs ” — is shared among those pro- 
ducing it. And by the term ' factors of production ’ must be 
covered not mendy the three (or four?) markets in which the 
entre])r('iieur deals with th<‘ resjicctive owners of the classical 
factors of production, but also these owners themselves. The 
causes of in(‘(iualiti(^s of distribution, and the means of assessing 
such ine(|uaHty, and the means of remedying the same, the asso- 
ciated ))roblems of p()V(*rty and of property, the reorganisation of 
industry in whole or in part on a socialistic basis, and generally 
tht‘ State intervention or ' the authoritative element in distribu- 
tion ’ have markedly come to the forefiont in modem economic 
tllOHffht. 

TI 

In ibis piiper it is proposed to describe briefly tbe con- 
tribvition of tbe economic tbmi<?bt durinj? ibis century in this 
rejyard, but from tbe above qm)tations, it is not to be inferred that 
neither inequality, nor the causes leadinpr thereto, of tbe distribu- 
tion of individual incomes were eonsidered at all in tbe past. 
Eicardo recognised that the laws which regulated this distri- 
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l)utiou was the ‘ principal problem in ])olitical economy/® 
Sitlgwick says^ “ under the head of ‘ distribution and exchang'e/ 
we examine the different propoHioiis in which the produce of in- 
dustry is shared among the different (economic classes that have 
(*o-operafed in j:roducing it, the ratios in which diifeiont kinds of 
wealth are t‘X('hanged for each other, and the causes determining 
these pro})()rtions and ratios.” Ooinmenting on this Dalton ex- 
I)ressed himself, ” we have here either a definite repetition of the 
unfulfilled j)ledge of Say and Kieardo to ex])ound the variation of 
aggregate wages, interest, and lent relatively to one another, or 
else a careless use of words.” As a matter of fact, econoniid« 
thought was not very clear even in i(»gard to fundamentals, for 
instance, whether the theory of distribution was * personal ’ or 
' functional,’ wlndlnu* the theory of distiibution was included’ 
within, or dominated th(‘ theory of value, Prof. Clark, for in- 
stance, wrongly holding the latter in each rase. Tn Tevons’ 
Pn'nriph^'^ of Evonomirs ])ubli^]n*d po.sil nm M'-Iv in 1905, we reiuPC 
” the whole subject of distribution of wealth is nothing hut as a 
result of the theory of value. Wages, profit, int(Wi*st,* rent are 
hut the jirices at whi(‘h the owners of diverse kinds of property 
are able to sell tliem.” Edgeworth has written several articles 
wliich deal in an interesting way with the theory of distribution, 
Imt the opening sentem e of his longest artich»^2 jq distrilmtion is 
the species of Plxchange by which produce is divided between the 
parti(*8 who have contrihuted to its production ”... Given the 
parties in this particular species of exchange, he asks, what 
causes contribute to the shares of their produce? ” Here conspi- 
cuous warning is given to Imth parties ” not to attempt . to benefit 

8 Worlf! (Mcr’iilVx'l ’s E<ln.) j). o . l»;v Ealfon, op <Mt.. ji. ;Vi. 

9 Principlpa oj Political Economy, p 1‘?. 

10 Dalton, p. 101. 

11 V. 60. 

Collected Paperfi — W»l. 1, p. Ift- tlx' wnimt'irwo of loftnrc^ rlftlivornd 

in Harvard TTniversitv in 1002. 
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themselves by a considerable reduction in their supply of service; 
for thoug-h they mig'ht possibly obtain a larger proportion, they 
tvould obtain a smaller ])ortion, of the average i)roduct.” Notic- 
ing this Dalton writes, “ here we seem to be on the verge of an 
analysis of the conditions of increase in ^ portioxis ’ and ‘ propor- 
tions * respectively, but Professor Edgeworth abruptly drops this 
line of reasoning and never picks it up again. He goes on to 
examine other points in the theory, and in particular the question 
how far the incomes of businessmen are determined by their 
marginal productivity.’* 

Both this ‘ marginal productivity ’ theory and the analysis of 

w 

the conditions of ^ portions ’ and ' proportions ’ are to-day the 
avenues along which economists have of late reached grand truths 
of wealth and welfare. Thus we have the celebrated theorem, 
so inseparably associated with the honoured name of Marshall that 

tlir ])ayiiion( of each facUir ot j'ro'luctioii tends to be equal to its 
mar^iinal net product, winch Iatl<*r a^nnn lend? to he the same in 
all einpIojiiicntH.” 

under the modern capitalist system in a relaiively stationary state, 
together with the modification of this iheorem in ierms of the 
various elasticities of supply and demand when considering the 
dynamic non-stat ionary state. To this the genius of Professor 
Pigou^^ has added tlu* following Iwo general propositions of 
wondt‘rful significance and ])ow^er: 

“ the absolute share of any factor increases or diminishes, as a result of a 
small increase m its supply, according as its elasticity of demand is 
jzrea ter or loss than one ’ ’ ; 

“ the relative share of any factor increases or diininishes, as a result of a 
small increase in its supply, according as its elasticity of demand is 
greater or less than the recipiwal of the relative sliare, before the 
increase, of all other factors taken together.” 

These pro])ositions have well-known modifications v hen the in- 

13 Dalton, p. 114. 

14 Wealth and Welfare, pp. 92-3 (footnote) 
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creases, instead of being small, are moderate in size. In order 
to apjdy to practice, these abstract arguments in relation to 
articles mutually complementary or rival, we need to remember 
ihat, other things being equal, * A ’ will be complementary (or 
j'ival) to ‘ provided that as the greater the elasticity of sui)ply 
of ‘ A ' is, the elasticity of demand of ‘ B ’ is greater (or 
smaller) . 

What power and range of applicability these theorem's have, 
will doubtless have impressed all who have read Dalton’s admirable 
study, bxit it is noteworthy that this diagnosis of inequalities in 
distribution incidentally offers the means of remedying the same. 
In the first place tl)e clear distinction between nhsohitr and relative 
shares,, is itself an advance in clarifying the ideas of social justice, 
but, for obvious reasons, I sball not deal with this further. But 
on the main track, recognising the two chief sources of income in 
modern soc ieties, viz., ‘ the j)erformance of work ’ and ‘ the 
ownershi]) of ca])ital ’ (omitting for the present the remaining two 
important sources, namely, ^ civil rights ’ and ‘ private gifts,’ 
which really shade into the first two respectively, though imper- 
ceptihly), Dalton has arrived at much clear thought. It is im- 
possible, however, to summarise it all — in nutlity, it extends 
throughout Ijis book — but I will content myself in noting down 
here what appears to me to be the dominating results: 


Worl’. Proiterf If . 

(1) They are on the whole complementary and not rival — 
at least in a given state of knowledge, and of con- 
sumers’ demand. 

Hence incr(*ase in supply of either increases the total 
demand for tlic other. 


(2) Elasticity of supply of , is generally 
work I less than 

The former is less than 
unity (though positive)... 


that of property. 

the latter, greater than 
unity. 
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W ork . Property . 

(8) Hence the elasticity of is consider- that for property, 
demand for work ably great- | 

er than i 

The former is very in the latter, that for capital 
iiuich greater than is greater than that for land, 
unity ; (the difference diminishing as 

the share of land declines) , 
both together, however, being 
greater than unity. 

I 

(4) Applying Pigou’s theorems, as regards (ibnolate shares, 

tln*ro is harmonj^ of interest l)etvveen work and pro- 
perty to the exten" that, as either or both increase 
in quantity, tlie absolute shares of both increase. 

“ This is a conclusion of great practical ini]?ortance.’^^6 
It is essential that this should be so, that y- reduction 
should increase in re lation to j^opulation. 

(5) As regards relatirr shares no such hannony exists. 
Workers’ rcUilire j Proj)erty owners’ relative share 

share stands to in- j stands to increase by the 
crease by the greater j greater elasticity of supply of 
elasticity of demand | j)roporty. 
for work; 

Among other causes, Oonsidering the factors laud, 
those arising out of demand, inventions, industries 
differences in value 1 of differing importance, there 
per unit in remu- ■ is “ an apparent tendency 
nerating different under modern conditions for 
sorts of work are the relaiive share of pro- 
serious: They can perty to increase at the ex- 
be traced to (1) sex, pense of the relative share of 
(2) seasons, (3) in- Avork.” 

dustries, and suit- I The inequality of property in- 


15 Dalton, p. 204. 
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I York . Pro i>ert}f . 

able reiuedies are comes depends, in part, ujion 

) 

attempted tlirougb ; the relative share of i)ublic 
(i) minimum and | and private property — ^worsen- 
standard wages, (ii) | ing as the latter increases. 
* vertical mobility,’ Ely gives examples of riches 
(iii) trade union- through Post OtHce of ^ the 
ism, (iv) Insurances family of Thurn and Taxis,” 
against maternity, and now through railways in 
.sickness, unemploy- the Enited States. Alsopri- 

ment, etc., (v) hoiis- ’ vate monopolies and (artels 
ing and education — ; always accentuate inequality, 
thus we ere impel- As for ])rivate proptuty, in- 
ceptibly beginning; (*(juality arises o\it of (1) dif- 
to tr(‘.spass into the ferences in savings (to be 

region of income! remedied in |)art) liy offering 
through ‘civil inducements for the jioorer, 

rights.’ (2) fortuituous changes in 

valin* of particular pieces of 
; proj>erty (is of doubtful value 

! and may wlnui Indping the 

I poor(‘r reduc(‘ inequality by 

j it^df), and (."!) < U'^tom and law 

! in inheritarn (‘ and in private 

gifts. This last is a serious 
factor, and capital levy and in 
! general taxation is planned in 

I modern communities with a 

; view to reduce some part of 

tl»e inequality — but here again 
wo are imperceptibly begin- 
ning to trespass into the re- 
i gion of im omo through * pri- 
vate gifts.’ 
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Another lactor in inequality, which is of apecial importance 
during' recent years, and which may be more particularly called 
‘ variability in incomes,’ is the i>ossibility of changes in the value 
of money, when, as is well-known, rising prices benefit debtors, and 
falling prices, creditors, changes in distribution dei)end on the speed 
and facility with which different classes in society can benefit there- 
by. Since 1900 and more particularly after the War, the trans- 
fers of income brought about by rising prices h:ve left salaried 
persons, wage earners and even fixed interest Government securitv- 
holders poorer and biisinessinen richer. Alternatively, \vhen as 
a result of deflation or otherwise, ])rices are bror.ght down, and 
a tendency towards reduced ine((uality thus set up, a tendency in 
the contrary direction will also be set up, unless a large part of 
the debt is rai)idly redeemed by means of a Gapital levy or other- 
n ise.”^® Indeed the i[iiestion of the i elation between purchasing 
power and distribution is a big and important (question, and we 
need not go into it li(»re<. In the conditions of modern communities, 
h(>wt'ver, wluue the greater part of the income from property goes 
to a numeiically insignificant fraction of the population, while the 
great majority of the peoi)le derive nearly all their income from 
wo^k, there is a j)resumption that an increase in the relative share 
of proj)erty will involve an in(*rease in the inequality of incomes. 
Moreov('r it is certain that in nearly all countries there is a pro- 
nounced ineciuality in distribution in some manner or the other, and 
it is certain also that a greater degree of economic welfare is 
attainable under circumstances of more even distribution. It is 
not so much how many of these propositions are new or old, but 
it is a great advance that we have now obtained in clarifying to 
the extent indicated our ideas of distribution, and a great satisfac- 
tion to realise that so many theorems are directly derivable from 
the gcmeral law\s so ably propcmnded by Pigou. Here we have a 

17 Layton, Introduction to the Study of Prices, p. 15, etc., Irving Fisher, 
Purchasing •power of Money, p. 185, etc. 

18 Dalton, p. 350. 
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justificiition also in the application of the niutheinatical method to 
clarify and io extend our ideas, as much to economies us to other 
sciences whereto it has been a very serviceable handmaid. 


111 

The mCiLstircmcnf of inequality is essentially a statistical 
problem and whatever advance has taken place along this direction 
must entirely be acknowledged to the statistical iiiind. It is 
admittedly that the problem of the measurement of incomes has 
not been much considered by Knglish Mconomists. It has attract- 
ed rather more attention in America but it is in Italy that it has 
been most fully discussed/^ But at the outset it must also be 
conceded that the economist ha,s as yet tailed to su]>})ly the clue of 
what is to be conveyed by th(» conception ‘ in(M|nality ’ itself as 
applied to incomes, viz., whether it is to be in terms of the magni- 
tude, or the economic welfare, that such income implies. Professor 
Persons was satislied^o that this inequality was identical with that 
of “ the biologist in determining the measure of the inequality ot 
distribution of any physical characteristic/’ Dalton himself 
stated that a partial analogy was supjdied by the j>ractice of 
measuring the int‘(juality or otherwise of any pr(M*ipitation of 
rain, not merely in terms of the inches of fall, but to 
correlate it in wsonie manner with the seasonahhmess of the fall 
and the recej)tivity of the soil. Professor C. Gini catalogues^ 
an admirable summary of recent statistical work in Italy in 
which the interpretation of such measures when applied to 
biological demographic and economic* concei)tion has l)een dealt 
with at some length. In fact, even the very t(‘nn that Italian 
writers are accustomed to us(», viz., ‘ concentration,’ is by itself 

19 Dalton, The Economic Journal^ Vol. .‘10, 1920, p. 34ft. 

20 Persons, Qunrferly Journal of Etonomics, 190R-0, p. 4MI. 

21 C, Gini, J.R.S.S.y Julv, 1920, \ol, ftO, p. 703; he haO previously jSfiven an 
aocounf in jrreater detail of ‘ concentration ’ particularly in The Economic Journal, 
March, 1921, Vol. 81, p. 124, 
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ever 8o much more suggestive than ‘ clistribLition/ Dr. Dalton 
was obliged to make hypothesis in legard, first, as to the functional 
relation between income and economic welfare and secondly, to 
assume that the latter would obey the law of ‘ additions ’ (or 
more generally, what mathematicians are accustomed to call, the 
associative law). Professor Procopovitch recently published^^ 
the formula, he would like to mc'asure ‘ coefliciont of inequality ’ 
by, and a term known as hvfhjet vnits, which he successfully work 
ed into many statistics, and quickly followed Mr. F. W. Pethic 
Lawrence^ with its ajqdication to certain modified statistics of 
the United Kingdom too. T have noted down another recent 
] a])er (probably by the late Dr. Lehfeldt), but I cannot however 
trace it now. Dr. Maurice Parmlee admits^"* that it is difiicult to 
arrive at an accurate estimate of the inequality of distribution, 
but gives an interesting summary of the various approximate es- 
timates that have been made in the United States. But all 
writcu’s, probably without one single exception even are agreed 
that the available statistical information is too meagre to admit 
of any refined methods, Dr. Dalton himself comparing his paper 
to jin essay in a f( w of the principles of hrickmaking and 
wailing for straw; Mr. 7. E. Alienas asking that ‘‘there should 
be statistics of the smaller incomes, i.e., tlunse below 130/. a 
year; Mr. W. T. King having a paper sju’Cially for “Desirable 
additions to statistical data on wealth and income. ’^26 
same ])lace where the last-mentioned article apj)ears is printed also, 
the late Mr. A. A. Young’s paper “ Do the statistics of the con- 
centration of wejilth in the XTnitt d Slat(»s mean w hat they are com- 
monly assumed to mean? ” This (|uery may appear like a bolt 
from the blue, but as I said in Ihe course of Ihis paragiaph, the 


62 The Economic Journal^ March, 1026, Vol. S6, p. 60. 

23 Thid„ p. 302. 

2^*' Poverty and Social Progress,*' Macmillan. 1006. 

2SJM.S.8., 1920, Vol. 83, p. 86. 

26 (Quarterly Pvhlications of the American Statistical Association, March, 19X7. 
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economist has yet to invent his instrument for ineasurinj^ economic 
welfare, and has yet to fonniilate the precise functional relation- 
ship this bears to money incomes as the independent ^ariable. 

On the assum])tion in regard to the mar^^inal economic welfare 
leferred to almve, that Dalton makes, he naturallv led to the con- 
(‘lusion that economic welfare will be maximum when the incomes 
are all equal (a proposition capable of mathemati(‘al proof on very 
sim])le terms). He therefore measures the inequality of distribution 
as the ratio (less unity, if you please), of the total economi(‘ wel- 
fare under tliis ecjual distribution lo the total economic welfare 
actually attained under the ^iven distribution. This conception 
leads him to make 

. , lofir. UritihTn»‘tir mi‘an of inrom''**) 

measure of inequality = , - 7 ^— . 

* ^ log. (goometrii^ mean of inronn‘H) 

. , arithmetic mean of all irv'omos 

or more simply — ,^|,ometric moan of all incomoa 

Dr. Dalton despises the Henioullian hyiiothesis and then proceeds 
to construct a formula connecting income with economic welfare 
whi(*h may be ‘‘ even tolerably realistic and which shall there- 
fore assume ( 1 ) that after a certain stage, (‘cononiic welfare in- 
creases more slowly than income>, ( 2 ) tliat it shall not (‘xceed a 
certain maximum limit, and (3) that it should be zero ai a certain 
low income and m^gative further lower down. His function for 

utility is then w = c^l/x ; and therefoie his formula for inequality is 
(the constant c above less the recijirocal of the arithmetic* mean 
of incomes) divided })y (tlie constant r again less the re(‘i}>rocal 
of the harmonic mean of incomes). This assumption has always 
reminded me of what is now known as Ixigistic law of population 
growth enunciated by Pearl^^ and I have let myself go into digres- 
sion in my classes with the construction of measure's of intMjualiiy 
on this assumption as well also on the two other assumptions 
referred to by Kclgeworth.^s We r<*ad tluuc* — “ perhaps the guess 

27 K, Pearl, Stvjiics in Human Bwlotjy, (’liapter XXIV. 

^ Collerfed Poperft, Vol, TI, ‘The Pure Theory of Taxation,’ p. lOU, foot- 
note (2). 
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which has attracted more attention after BemonlU’s is Cramer's 
suggestion that the pleasure afforded by wealth may be taken to 

vary as the square root of its amount’’ : . Edgeworth 

himself offers the probability function : f=^ Ae and is 

satisfied that “ in fine the view here combated has no doubt 
derived some adventitious aid from the supposed practical neces- 
sity for adopting a proportional incoiue-tax for very high incomes.” 
For these two or three suppositions, it is not easy, however, to 
construct this measure of iiie((ualitv, nor to describe it in words. 

Failing any precise knowledge of utility — ^law, other plausible 
measures of inequality have to be constructed, and what is called 
the principles of ^transftra’ has been much invoked, whereby 
‘ sensitiveness ’ to the ‘ transfers ’ of money as betw^een persons 
is to be the touchstone. One is therefore to be satisfied with the 
simpler statistical measures of variability, viz., either the absolute 
measures (1) mean deviation, (2) mean difference of the Italian 
school, (3) the standard deviation and (4) the quartile deviation, 
or the respective relative measures obtained by dividing the first 
three by the arithmetic mean, and the last by the sum of the top 
and bottom quartiles. I must also state here that there are at 
least three other well-known measures, viz., (5) Pareto’s measure 
a (or is it better to use its reciprocal?), (0) Professor Gini’s 
3 and (7) the area between the curve and the diagonal in the 
Lorenz diagram (expressed as a ratio to the area of the square, of 
course), although T do not think it any advance to deal with 
Procopovitch’s formula. Nor is it m cessary to examine these 
formula and heap upon them criticism or qualified appreciation 
but I think it is sufficient to indicate here only the chief conclu- 
sions arrived at by this method if only to show how this method 
has served again to extend or clarify our ideas. 

(1) It is sometimes suggested that proportionate additions 
to, or subtractions from, all incomes will leave in- 

F. 8 
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equality unaffected. 2? But says, Dr. Dalton, on the 
assumption of his definition of inequality “ this is 
not so .... it appears that proportionate additions 
(and a fortiori, equal additions) to all incomes dimi- 
nish inequalities, and subtractions on the other hand 
tend to increase inequalities.”^ 

(2) Again ” neither an increase in the minimum income 
nor a diminution in the inequality of incomes can 
come about, except when the total income increases 
more rapidly than the population,” a reault i)roved 
by Pareto. In other words, increased production 
per head is both a necessary condition and a sufficient 
guarantee of the diminution of inequality. It must 
be interesting to speculate here on the relationship 
of unemployment to inequality, as has been done in 
Parmlee’s * Poverty and Social Progress. 

(f3) Wealth is far more unevenly distributed than 
income,” in the Fnited Kingdom, say Professors 
Caradog Jones and Carr-Saunders, and in other 
countries also, one may add freely. In his ‘ Pover- 
ty and Inheritance ’ (p. 19) Professor Play has 
estimated that while nearly 77 per cent of the popu- 
lation owned only 7 per cent of the property, 73 per 
cent of the population owned in incomes at least 3o*5 
per cent. As regards the TTnited States, Watkins 
C Growth of Large Fortunes ’), says, ” For wages, 
the upper decile is less than twice the median down 
to five-fourths the median, for salaries it is twice the 
median, and for ])roperty eight times the median.” 
(4) Differences in the conditions between the urban and 
the agrarian populations have been considered by 


29 TaiiRsify, Principhs of Eronofnicft, IT, p. 485. 

50 The Economic Jonntnl, 1020, Vol. 00, pp. .055 — 1, 
31 Social Struchire of Emjland and Wales, p. 116. 
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Prof. Procopovitch in a very interesting manner, ^ 
and his conclusions are (i) the slowness of agricul- 
tural progress as compaied with the industries in 
towns, was bound to create a great difference in the 
levels of economic prosperity and general culture in 
favour of the latter, and (ii) in order to make up, 
though slightly, for this difference, the farmers in 
Western and Central Europe are compelled to have 
recourse to some extension either by exodus from 
villages to towns, or by a fall in the birth rate, the 
former helping but little to improve the situation. 


(5) Prof. Procopovitch 
gives the following 
evidence^ and says, 


Country, 

Ooef!. of 
inequality. 

, Income per 
head of 
population. 

United 

0*63 

667 Dollars, 

States ... 



Australia 

0’64 

241 Dollars. 

Saxony ... 

0-70 

167 Dollars. 


“ it would appear 
that there exists 
some definite con- 
n e c t i o n between 
the poverty of a 
country and the de- 
gree of inequality in 
the distribution of 
incomes. Our tables 

M The Economic Journal, March, 1926, 

33 Ibid., p. 78. 

34 The Economic Journal, September, 


Sir Josiah Stamp writes, 

equalities of wealth appear to 
be statistically less in France, 
and probably in (xermany, and 
certainly in Italy. In all these 
the average standard of life is 
lower thi n in the countries 
where inequality is greatest. 
There is, thus no statistical 
correlation between extremes 
of inequalities and poverty of 
standard. The association is 
probably in the opposite direc- 
tion, but this is of course no 
proof of actual or causal con- 
nection. '' 


p. 79. 

926, p. 656. 
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have shown that the 
level of income of 
the wealthy classes 
of population is 
very nearly the same 
in all capitalistic 
countries, hut, that 
the lower we des- 
eeiul in the scale of 
incomes, the more 
marked are the dis- 
tinctions between 
the various coun- 
tries.” 

(()) The most interesting- coni rihut ion is liowever the 
character of the secular chanj^e in the (listribution 
of national income. It is ditficult for me to sum- 
marise the ”(‘neralisations in this ref^'ard as several 
w(»ll-known contribntions of Sir Tosiah Stamp, Profes- 
sors Powb‘y, Clay, T.evi, Sir Bernard Mallet, Sir 
IIerl>ert Samuel, T. E. Allen and several others rush 
np to mind. The iollowingr summary however is 
sufficient though not >atisfa(‘torv. 


Sir Josiah Stamp. 

Dr. A. Ij. Bowley. 

Prof. Henry Clay. 

Keferimcos : 

References : 

References : 

1. ‘Wealth an<i Tax- 
able Capaeity,’ pp- 40, 
94, etc. 

1. ‘CUiange in Dis- 
trilmtiini, l880 — I9!B' 
p. 22, etc. 

1. Disirilmtion of (Capital 
E. and W. (Manchester 
Statis. Sue., 1924 — 6), pp. 
54- 78. 

2. *Econ. .lourn.,’ Sep- 
temlier, 1926, p. 356. 

2. Jointly with SirJ. 
Stamp ‘ National In- 
come, 1924/ p. 39, 
etc. 

2. ‘ Econ. .Jour./ Afarch 1927, 
p. 3, etc. 
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Sir Josiah Stamp. 


1 It is broadly true 
to say that the ordi- 
nary person in I9l3 
was four times as 
well-off in real com- 
modities as the per- 
son in the corres- 
ponding social scale 
in 1801 ” 


Dr. A. L. Bowley. 


1. “ During 1880-1913 
. . .the proportions in 
which national in- 
come was distribut- 
ed between property 
and work, and be- 
tween the three so- 
cial classes . . . were 
unchanged.” 


Prof. Henry Olay. 


“ It appears that wealth has 
become somewhat more 
widely distributed since 
the war. . . a result prob- 
ably of the present high 
progressive taxation . . . 
but those who made 
money during war made 
it at the expense of per- 
sons in the same economic 
class, and not at the 
expense of the poor.” 


2. ‘‘I have been able 
to find no positive 
evidence that the 
slope of distribu- 
tion has material- 
ly changed in 
the past 100 years.” 

3, “ The potentiality 
of the industrial sys- 
tem and accumula- 
tions of savings dur- 
ing life, may have 
helped to concentrate 
wealth, but heavy 
death-duty taxation 
. . . general taxation 
principles . . . have 
been forces tending 
in t h e o p p o s i te 


2. “ The distribution 

of income between 
the wage-earners, 
other earners, and 
unearned income 
was changed slightly 
in favour of the earn- 
ing classe ) . . . after 
taking full effects of 
taxation, the percen- 
tage of net income 
going to the richer is 
considerably less 
than it was in 1911.” 


direction. 


Prof. Procopovitch. Reference : Econo- 
mic Journal, March, 1926, p. 76. 


J. E. Allen. Reference : J.R.S. Vol 
83 (1920), p. 116. 


The available data with regard to the 
distribution of national income in 
advanced capitalistic countries points 
to a high degree of stability of that 
distiibution both in space and in 
time. This fact is proof of the 
existence of a similar stability in the 
economic and social organisation of 
capitalist society. Any considerable 
modifications in it are a matter of 
decades... Th » decreases in the 
incomes of the wealthiest few in the 
U. S. A. and in England during the 
world -war serves to prove that their 
growth in so far as it depends on the 
increase in the social and economic 
power of the particulars is neither 
unlimited nor irresistible and can be 
effectively held in check.” 


**The principal change during the 
last five years appear to be (1) a 
serious diminution in the real in- 
come from pre-war level, (2) a rise 
in the money value of small 
salaries which has hardly kept 
pace with the depreciation of 
currency, and a diminishing rise in 
the higher grades of salaries, (3) a 
large increase in wages, which in 
the lower grades, more than keeps 
pace with the depreciation of the 
currency, (4) taxation has made 
for a greater equality of incomes . . . 
On the whole, it appears that the 
wage- earning Glasses receive a 
larger share of the national income 
than they did before the war.” 
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It must be adiiutted that tbeee coaelusioiis are largely in* 
fluenced by several statistical defects, not only in the iiiiperfectness 
and inaccuracy of the relevant figures, but in the diftereiices in the 
methods of compilation as at different dates, and more p*a'ticular- 
ly in the differing degrees by which constituent elements in them 
have been distorted by indirect taxation and consumers’ demand. 
There need, however, be no doubt that as a result of direct State 
interference by taxation and by social relief, to both of which 
we are referring in greater detail in the next part, greater even- 
ness in distribution of incomes is being aimed at in many countries 
at the present time. 


IV 

Neither the discovery of the causes of inequality, nor the deter, 
mination of any index of concentration would have been any 
satisfactory contribution to ‘ distribution ’ in the economic world, 
had they not been accompanied by some real relief effected either 
by the emidoyer, or by society, or by the State. I'hey wshould al- 
ways have been confined to the limbo of academic research had not 
the services and the suggestions of these j)erflc)ns — ^the economists, 
the statisticians, and above all the actuaries — l)een reipiisitioned for 
the exact fonnulation and the ])roper functioning of the proposals 
they made for the remedying of these defects. It is the iiuueusing 
association of these learned men with the affairs of the society and 
the State that is probably the most outstanding event in this cen- 
tury, and in the subject on hand, very beneficial government inter- 
ference has been secured in at least three directions : in the Oovern- 
ment regulation of the form, amount and conditions of wages, iii 
the provision of social relief outside commercial incomes, and in 
the moflification in distribution secured by disc riminative taxation. 

On the first score, considerable literature may he quoted, and 
the progress of State control in the United Kingdom from the time 
of the Truck Acts, to the passage of the Trade Boards Act in 1909, 
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or the important amending Act to the .same in 19S8| may be review*- 
ed, but ‘‘ the distinctive innovation was the extension of regular 
tion from the conditions of work to wages ” ; and collective bargain, 
ing, fixing up minimum and standard wages, ranking of industries 
and ratdoning during times of need are all now secured in a methodi- 
cal manner. The importance of this upgrading of the lower rates 
of wages in the last 12 or 14 years is that it attacks poverty at its 
main point ... In thfe analysis of the immediate causes of poverty, 
defined by reference to a ‘ poverty line ’ of about 235. for a 
family of five, M^hich Prof. Bowley made on the basis of his sample 
inquiry in 1913, about two-thirds of the persons living in poverty 
were in that condition because the wage was too small to support 
the family on this minimum standard . . . the Trade Boards Act 
w^as one of the most significant reforms of the period . . , the post- 
war inquiry by Professor Bowley in the same places and on the 
same lines shows that the reform has largely succeeded in its 
object. 

In an even more direct manner has the problem of want and 
poverty^ been attacked during the same period. As it present- 
ed itself to social reformers in the ‘ eighties ^ and ‘ ninetievS ’ of the 
last century' writes Professor Clay,-^ “ poverty was a problem 
partly of chronic want, partly of occasional misfortune for which 
no provision has been made, pertly of inequality. There was a 
mass of misery due to chronic want, a sort of residuum that was 
left undisturbed when the increase in wealth in the nineteenth 
century ' surged up ’ through the higher income cla^^s. There 
was the intermittent or occasional want due to unemployment, loss 
of income through accident or sickness, or death of the chief wage- 
earner of the family. The inequality in the distribution of wealth 
was an element in the problem, since all consumption standards 
are relative, and the ostentatious extravagance of a rich class creat- 

36 Prof. H. Clay, “ The Authoritarian Element in Distribution, “ The Eco- 
Ttomic Journal, March, 1927, p. 8. 

30 /bid., p. 15. 
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ed a sense of poverty . . . Now in the second of these matters 
direct Government regulation is utilised by extending and diversify- 
ing what is known as ‘ public relief ^ better called ‘ civil rights/ 
Under this category, in what is known as the Drage lieturn of 
Public Social Services, are included Insurance, War Pension and 
Old Age Pensions, Education, Reformatory and Industrial Schools, 
Care of Inebriates, Maternity and Child Welfare, Housing, Poor 
Law, Lunacy and Mental Deficiency, etc. ‘ Whatever one may 
think of the origins of these, it is to be recognised that no ^ pauper 
taiilt ’ is now attached to the receipt of such incomes through civil 
right. In fact, the payments under the AVorkmen\s Compensation 
Acts (or even the National Health Insui\nK*e Acts) are now con- 
sidered as incomes from work as being witliin the t('rms of the 
contract of emjdoyment . . . The extent to which such social services 
have operated may be imagined if we recall Prof. Clay’s figures 
that in 1901 (when only some seven items were included), the total 
State expenditure was millions, in 1911 (when Old Age Pen- 
sions appear) the expenditure was millions, by 1121 (when 
War Pensions, Health and Unemployment Insurance ( ome in) the 
same was £807 millions, and from Statistical Abstract for 1925 
I^rofessors Oarr-Saunders and f^aradog Tones estimate it to be £810 
millions. Into this matter one need not introduce such tnmsfers 
from rich to poor as exist on a voluntary basis, nor voluntary pro- 
vision against misfortune by the poor themselves and complicate 
the issue. Our ])resent concern is to consider the effect of these 
on distribution, and the theorem of direct significance to us in this 
connection is what is called the principle of transfers, wliereby we 
realise that there is a real transfer from the rich to the poor only 
when a social service is either 

(a) reserved for the poorer section of the population only, 
and the money for the administration of the same 
comes from (i) those who do not directly benefit by 
the scheme, and (ii) when the some comes from the 
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whole population compulsorily, but the rich contri- 
buting more than the poor; or 

(b) open to all, but more money is contributed by the rich 
than by the poor. 

Now it has ]>een established, ^7 that National Health Insurance 
Scheme and Old Age Pensions come most probably under (a) — (i), 
and certainly within (a) — (ii) ; Maternity and Child Welfare 
R(‘heme8 when they do not come under (a) — (ii) are covered under 
(b), and School Medical Service under (b). Thus there is no doubt 
that there is (thanks to the present scheme of taxation), a real 
transfer, and one such as to mitigate and not aggravate the inevi- 
table inecjiiality in the distribution of wealth. Of course the scheme 
of social services is an ever-expanding one, and to-day not merely 
these direct causes are being indemnified, but recognition is rapid- 
ly being given to differences in even mental and physical equipment 
or (uidowment of j)ersons at birth and so on. Everywhere it is the 
same idea und(U’lying, that all these provisions mean increased 
etficiency, increased production and increased divideiid, which as 
we have already seen are the sme qua non for tlie existence and the 
])romotion of economic welfare. What however may not have 1km n 
adequately recognised by all economists, is, I venture to state, that 
the real foundation which have secured for these grand national 
insurance schemes, either through mortality or morbidity, un- 
employment or any other risk, ])ermanence, comprehensiveness, 
stability and solvency, is the implementing (not merely supplement- 
ing) contribution arising out of actuarial principles. The recent 
advances in this science, exploiting fully the resources and capabi- 
lities of statist] '^al and mathematical methodology, have made it 
possible to accurately assess and ]'roo'nosticate the chance of all 
types of contingency that human flesh is heir to, and to properly 
balance the contribution and expenditure sides of all such benefits, 

37 Carr-Sann<lerR and Caradog Jones, Social Stnictvrc of Eayland aad Walex, 

p. 166. 
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coimterbalancing as it were any adverse fluctuations in the ad- 
ministration or accumulation of such funds. It is not possible 
for me to mention here these advances in Actuarial s(‘ience — in- 
volving their technical and a(*adeinic implications — that have been 
made in Germany, America and Sweden or even in England by 
the Institute and the Facility of Actuaries or by Sir A, W. Watson 
and his colleagues, but I may mention that though unknown and 
unnoticed they may be, it is they that have approved, established 
and materialised such contributions to social relief as |)ure eco- 
nomic theory may have done in enunciating the law of transfer 
above referred to. 

Very often in the course of this essay reference has been made 
to the effects of taxation on distribution. We read,^ the Gennan 
economist Wagner deserves credit as being one of the first to 
insist that taxation should be used to reduce inequality. His so- 
called ^ socio-political ’ view of public finance displeases certain 
other high authorities, but it is logically sound and is increasingly 
adopted in modem practice. For a less unequal distribution is 
no less desirable than an increased pi’oduction of wealth. We have 
this same principle upheld again in 1927, that ‘‘ taxation should 
mitigate, not aggravate, inequality in the distribution of income. ’’39 
But what are the essential theorems on the effects of taxation on 
distribution? Here we have a bewildering mass of literature, but 
as a student of mathematical economics, T will probably be pardon- 
ed if T only refer to Edgeworth^ and to Dalton,^ and recapitub'te 
the following four — or five — propositions: 

(1) The ^ ability to pay ’ theory may be interpreted to 
mean ^ minimum sacrifice,’ which with the usual 
assumption regarding the relation between income 

38 Dalton, Public Finance, p. 105, 

39 Minority Report, para 7‘2 ; Report of the troUwn) rommittee on National 
Debt and Taxation. 

40 Collect ed Papers : Vol. TT, p. 

Public Finance, Part II. 
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and economic welfare, leads to progressive taxa- 
tion ; 

(2) A progressive tax system tends to reduce inequality 
of distril'ution, and the shari)er the progression, the 
stronger the tendency; 

{[i) A regressive tax system undoubtedly tends to increase 
the inequality of incomes, and so probably does also 
a j)ropcrtional, or even a mildly progressive tax 
scheme ; 

(4) Considerations of production make a sharp progression 

undesirable on a broad view of maximum social ad- 
vantage, but the case for a considerable degree of 
progression may be considered to have been firmly 
established. 

(5) As iniblic finance must be implied to include public 

expenditure also, the above principles are capable of 
‘ inversion,’ or a restatement, wherein regressive 
grant (or expenditure) corresponds to progressive 
tax, wherein maximum benefit corresponds to mini- 
mum sacrifice and so on. 

The extent to which these have been absorbed into our adminis- 
tiative ])olicy is a vast subject and it is doubtless a much accepted 
view that Mr. K(\ynes expresses on the lleport of the Colwyn Com- 
mittee^ when he says, ‘‘ the most important practical conclusion 
to be drawn from the vindication is that vve are not at the present 
time, beyond the limits of direct taxation as an efficient fiscal in- 
strument, as many, not unnaturally, have supposed us to be.’’ 
As for the future the Minority Report would have that taxation 
should not be imposed on any whose means are not adequate to 
maintain a certain minimum standard of living and that re- 

AJlThe Economic Journal ^ June, 1927, p. 206. 

43 Para 73. 
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diictioHH u£ the lood dutie^j, and duties on entertaiiiuieiits and on 
artificial silk should take precedence of any fuHher reduction of 
direct taxation/ Of the effect of direct taxation itself on enter^ 
prise and residence, on output of work, employment, prices and 
savings much clear thought indicated and siippoittd by stiict 
statistical considerations have been brought forward, and Mr. 
Keynes in the review above referred to cannot avoid exclaiming 
“ of what incomparable value to economic study and ])ractice of 
administration the (continuous analysis and publication ^ of certain 
statistical mateiial by the authorities in Somerset House may be. 

Two other factors which have considerably affec ted tlie distri- 
bution of incomes are (1) inheritance law and tax, and (2) public 
debt and re(lem]»tion. “ Inheritances are a principal (*ause of that 
ineciuality in the distribution of wc'alth which is so ugly a feature 
of our (civilisation, and particularly of such im^cjuality as bears no 
relation to dift'erences in industiy or social uscdulmss.” The main 
ways in which State has ^cuved to mitigate the efft'ct oi this are by 
lA'gacy and Sn(*(ccs.>ion l]utit‘>, and more particularly by Estate 
Duties, all of wliicli knowrj as inlunitancc* taxes ludng progressive 
in character have* lh(‘ d(\sire(l (‘fb'ct in rtMlucing imMjualities. The 
theory that Death l)nti<’s <lestr()y < xisting ca])ital is r.ow (explod- 
ed: the Minority Keport of the Colwyn C()mmitt(*e bring this out 
v(erv convincingly, and the Inland Ibeviuiue Statistics have simihii- 
]y negatived Mr. McKenna's contc’ntion that piivilc* Inisinesses 
Avere likely to be adverstdy afVect(»d. lmle(*d, the (pKestion to-day is 
how eflectivedy to tax inh(»ritanc(»s, although both Prof. Rignano’s 
proposal and Dr, Dalton’s modifi(*ations are not ace.eptible to the 
majority of th(» (’olwvii (^)mmitt(H*. Sir .fosiah Stamp has in a 
recent Pa]K*r^ tlnown some uri(*xpect(Ml light on this (|uestion when 
he says the more do \v(e s\irv(»v the biological fiedd the less do 
Ave find justification for inheritance of wealth l)y oth(»rs than 


Para 75. 

45 The Econowte Joumal, Seploniher, 1U2G, p. .TO. 



THEORY OF PERSONAL DISTRIBUTION 


379 


direct desceudantb or dependents/' or again “ the sense of ‘ social 
injustice ’ is directed against the inequality of wealth, of which 
ine(j[uality through inheritance is not now the larger part ... I 
think it probable th|t, through the inequalities due to the system 
in which inheritance has a part, the average man has a slightly 
smaller proportionate share of the aggregate than he would have 
had if there would have been no inheritance system, but a sub* 
stantially larger absolute amount, because he has a larger aggre- 
gate or better standard of life than he would have under a system 
which would have no such aid to accumulation. Whether under 
these circumstances l.j is justified in having a sense of injustice, 
wludher il is better for liuman welfare to have a low standard 
Avithout envy, or a higher one with envy, is a matter lying beyond 
economics in the sphere of social psychology and philosophy/' 
He has considered^ the practical aspects of his thesis that the 
]>rinciples u])on which death-duty taxation is at j resent levied 
might be improved " and that “ a less repressive method would 
be to raise at lowcu* duties on first succession and the balance at 
higher rates on succeeding successions." He is also engaged, 
through the Hritish Association, on an inquiry to explore the 
statistical as])ects of inheritance so as to obtain a clue to its im- 
portance as a cause of inequality of wealth." 

The (juestion of j)ublic debt has, owing to the War, assumed 
considerable ])Toportions to-day, and it is being discussed on many 
— internal rs. external debt; fixed interest, ])rice level and 
seourity values; capitalist or socialist State; repudiation or re- 
j)ayment ; cajiital levy or sinking fund or annuity or anticipated 
death duties; and so on. AVe are only concerned here Avith the 
question of ])ublic del)t and its reaction on distribution, and prob- 
aldy also of tlu» effect of any method of li(|uidation on distribution. 
The facts of the case may be stated at once in the Avords of the 
Minority of the Colw^yn Oommittee.^ It is beyond question 

46J.R.5.5'., March, 1927. 

47 Para 44. 
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that the internal debt involves on balance a transfer of wealth 
such as aggravates the existing inequality in the distribution of 
incomes and tends to increase the j)roportion of the national income 
which finds its way into the hands of the non-producers*.” This 
finding on facts so handily supplied to that Oommittee by Mr. W. 
T. Layton is unimpeachable, but it was inevitable on a priori 
grounds also, as, in the case of nearly all modern communities, 
owing to large inequalities in the original distribution, public 
securities are held mainly by the wealthier classes. But it has 
not been sufficiently held in check by taxation, for as JDalton 
l^oints out^ ” the jirogressiveness of the tax system is not likely 
to be greater than the regressiveness of the grants paid, in the 
form of interest, to the holders of the public securities,*' and 
therefore the real burden of the debt continues. Again, it is now 
being realised to our cost, that this burden is heavier, not only 
in proportion to the size of the debt, but in terms of the rapidity 
of the fall in the price level «»nd the rate of interest. Hence this 
quickened awakening for repayment as repudiation is both un- 
thinkable and economically unsound also. The pro|) 08 als for the 
rej)ayment through capital levy had always been ‘ in the air,’ and 
although the Bolshevik Russian Government was the first to im- 
pose and the Royal Decree of Italy follow^ed it in November, 1919, 
we are told that “ Italian students were drawm into the discussion 
of a levy on capital by publications Avhich aj)peare*d in foreign 
countries, especially in England. The investigations made by 
liawrence, Pigou, Arnold, and Hook — all of them favourable for 
the levy found a ready echo in Daly ” writes the Italian Professor 
(\ Gini.^ Whether it was rightly rejected by the Parliaments 
of France and England or otberwuse, it is our business here only 
to consider the probable effects on distribution. ** A levy on a 
highly progressive scale would in the first place* reduce ineqimli- 
ties of wealth ; it would not destroy real w (*alth, but it would 

48 Public Finance, p. 192. 

49 The Economic Journal, Bepteiriber, 1920, p. 289. 
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decrease the share of the levy-paying classes and increase the 
share of the classes not paying the levy/’ But ‘ the equalisa- 
tion of wealth ’ acts once only, and may be more than offset by 
its effects on savings, production, etc., or more directly by the 
use that Government puts to the (‘onsequent savings in interest. 
These considerations, it will be noticed, lead us back to the 
theorems of ‘ civil rights ’ and ]>\iblic expenditure already refer- 
red to, and we need not consider them here again. Tin re are 
several other ^ brilliant ’ methorls suogested for liquidating the 
public debt, and the Colwyn Committee turn every single one 
of the bright ideas si ggested to them ” by Mr. Keynes (who so 
complains) and “ by others ” although Mr. Keynes himself con- 
cedes “ ([uite likely they are right to do so.” It is only the 
sinking fund plan th«at has appealed to that Committee, and as 
for its effects on distribution, it is interesting to read Mr. Keynes’ 
review: “.1 iXh^ferinri ii seems the capitalivst would favour a 
heavy sinking fund, partly out of his ingrained habits of ‘ pru- 
dence ’ and of preferring the j)ossibility of future benefits to the 
certainty of pr(‘sent ones, and partly out of a feeling that a stiff 
sinking fund at any rate locks away for the time being the budget- 
ary resources from being spent on the iloubtful boons of the so- 
called social reforms, whilst the socialist also favours one, partly 
because he looks forward for using later on the budgetary re- 
sources whi(^h will be thus released, and jiartly because, by mere 
confusion of thought, he thinks that i*l,00(),00U daily interest on 
the National Debt is in some sense ‘ paid away to the rich ’ in a 
way in Avhich it would not be if the debt is gradually j)aid off. 
Both parties are reinforced by the good and the virtuous, who, out 
of false analogy with private debts, “ feels that it must always 
be a good thing to pay off a debt ” ; so that the economist, who 
asks in an intellectual spirit w’hat after all is the object, is left 
lonely. ”50 the economist does not stand neglected; he has 

summoned the aid of statistical and mathematical talent that a 

50 The Economic Journal, June, 19‘27, pp. 208-9, 
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Mr. W. H. Coates, a Mr. W. T. l^ytoii, a Sir Herbert Samuel 
among several others with their ingenious indices and correla- 
tions have enabled the lleport of the Oolwyn (’oinniittce to so 
effectively substantiaie the findings and their conclusions and 
have so much enhanced the reputation of the e(*onomist at the 
present day. Indeed this aspect of statistical verifioAition and 
empirical extension was held up for Ihe ]uesent economist by no 
less an authority than Sir Josiah Stamj) in his recent Sydney Ball 
lecture, and armed with such powers the economist of to-day has 
prevailed even upon the Parliamentary mind. And what has the 
^ authcnitarian element * done to distribution P Professor C5ay 
answers: “Without interfering uith, or abrogating tlie essential 
elements of freedom in the jadicy of ////.v.sc: /c^m^ and witho it 
assuming the awkward and dangerous responsibility for fixing up 
pric*es and incomes, Parliament has nevertheless interfered materi- 
ally with the distribution of wealth and has done muc*h to secure 
a better distribution and has done more probably in the jnesiuit 
century to solve the problem of poverty th m any previous genera- 
tion of any other c‘ountrv has been able to do.*^ 
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SUMMARY 

Marshall draws a distinction bctwoon the theory of buying 
and sellini^ and that of barter. While in buying and selling there 
is a deterniinate rate of final exchange, in barter there is an un- 
certainty in it. This uncertainty in the final rate of excdiange in 
barter is, according to Marshall, due to the variation in the margi- 
nal utility of both the ( onimodiiies in exchange. It does not 
exist in buying and selling, because here the marginal uiilitv of 
one of the two commodities exchanged, that is, money, is taken 
to be constant. 

Prof. Loria criticises this view of Marshall that it is only in 
some cases of barter that this tinccrtainty in the ecjuilibrium rate 
exists, and that this has nothing to do with the character of the 
marginal utility of the commodities exchanged.^ lie divides the 
problem into three parts : 

(1) when barter takes place between two monopoly pro- 

ducts, 

(2) when it takes place bc^tween a monopoly and competi- 

tive product, and 

(3) when it takes place between two competitive products. 

In the first case, there is no determinate rate of final ex- 
change. In the second, the ecpiilibrium rate will be unii|ue and 
determinate, for here the monopolist will dictate the terms, and 
value will be fixed at the rate which will bring the maximum 
revenue to him. In the third case also, there will be a determinate 

1 The Economic Journal, 1906. 
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late of final exchange because it is only at one possible rate that 
chuiiand and su])j)ly will equate, and value will be established at 
ihat rate. 

Marshall bases his distinction on the character of the marginal 
ulility of the commodities. It must be admitted that if the 
marginal utility of botli the commodities fluctuates, there cannot 
be a determinate rate of eciuilibrium ; for in such a case, there is 
no fixed and definite demand schedule or supply schedule. Nor 
there is any gradation in them. 

Th(' whole question then turns on one thing: whether the 
marginal utility of money (^an be taken as constant, and whether 
that of the second commodity in barter cannot be taken as such. 
The marginal utility of money is taken to be constant, because 
money does not satisfy any particular want, but wants in general. 
When a j)erson produces a commodity and procures by exchange 
various other commodities, it constitutes like money general pur- 
chasing ])ower at his command, and its marginal utility may be 
taken as fairly constant. The barter theory of international trad<* 
in which there is a determinate rate of exchange is based on such 
an assumption. The example taken by Marshall to ])r()ve his 
proposition is exce])tional and does not represent normal transac- 
tions in barter. 

W e are Tinable to agree with the view of Prof. T#oria. It 
should be admitted that if there is to he a distinction between 
barter and buying and selling, regarding the nature of the 
e(|uilihrium, it will depend on the c haracter of the marginal utility 
of the commodities exchanged. The fact that in conipetiti\e 
barter demand and supply (Mjuate only at one rate, implies tlial 
there is a fixed and definite demand schedule and a similar su])ply 
s( hedule. Tt has been already stated that it is possible only on 
the assumption that tlie marginal utility of one of the two coni- 
modities exchanged is constant. The uncertainty in equilibrium 
in the case of bilateral mono])oly is not ]>e(‘uliar to barttT, but 
may also b(» found in buying and s(dHng. If there is a monopoly 
of production as well as one of consumption, with regard to any 
commodity in buying and selling, there is no determinate rate at 
which it will be sold. We thus come to the eonclusion that tliere 
is no fundanumtal distinction between the theory of barter and 
that of buying and s(»lling, regarding tb(» nature of the equilibrium 
rate. 
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Marshall draws a distinction beiwoon ihe theory of buying and 
selling and that barter.2 While in buying and selling 
there is a determinate rate of final ex(;hange, in barter 
there is an uncertainty in this final rate; and though in this 
latter case there is an equilibrium, it is only an accidental equili- 
brium and not what Marshall calls ‘ the e(j[uilibrium/ In the 
direct exchange of commodities for commodities, the final rate 
of exchange is not necessarily one and the same, but depends, 
among other things, on the rate at which transaction begins. If 
lli(' initial late is favourable to one party, the (losing rate also 
Avill in all probability be favcnirable to it. With a different 
initial rate the closing rate also will be different. 

In order to prove this uncertainty in the character of the 
(‘qiiilibrium in baidcu*, Marshall fakes the case of two persons A 
and li', exchanging apjdes for nuth. A has got 20 apj)les and 1^ 
has got 100 nuts. To A, the initial utility of 3 nuts is equal to 
file marginal utility of ore apple, w^hile to 11, the initial utility 
of on(» ajiple is the same as the marginal utility of 12 nuts. 
Exchange may begin anywhere between these two rates; but as 
i^ goes on, flic comiiarative utilities change, and the area of jiro- 
fitable c'xdiange narrows down, until when it finally disajipc^ars, 
the transactions also close. Suppose A at the outset induces 11 
to believe that he is not very keen on getting nuts, and B agrees 
io excliange 40 nuts for 4 ajiples. A’s eagerness to have nuts 
will now be less than before, Avhile the marginal utility of a])ples 
to him will be higher. On the other hand, the eagerness of B 
for apples will be lessened, while the marginal utility of nuts to 
him will be higher. The rate 4:40 gives by far the largest ])art 
of the gains to A, and very little to B who is, therefore, not 
willing to do any more business at that rale. So A tempts him 
to ]iuike further exchanges by offering a better rate. The next 
instalment takes place in fhe exchange of 2 apples for 17 nuts, 


2 Principles of Economics, App. F. 
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and afterwards, one more for eight. After thivS no finiht?r trade 
is possible, because B will want one apjde for less than 8 nuts, 
while A will not ac(*ept any such rat('. On the whole, 7 ap]>lea 
are exchanged for (>5 nuts, and the final rate of exchange is one 
to eight. 

On the other hand, if B is more skilful of the two in bargain- 
ing, the starting rate will give the bulk of the gains to him, and 
he will induce A to make further exchanges by olfeiing Ixdter 
rates. vSu})pose the exchanges take ])la(‘e in the following 
order : — 

U a])})les for 15 nuts^ 

2 a])ples for 7 nuts 
2 ap])les for H nuts 
2 ai)ples for 9 nuts 
1 a})])le for 5 nuts. 

Altogeiher, 18 a])ples are exchanged for 14 nuts, and Inut' the 
final rate is one a])ple for five nuts. In each ( ase an equilibrium 
is reached, but it is an accidental equilibrium, and the final rate 
is difterent in the two cases. 

Marshall then proceeds to sho\v that this will also take plact* 
in the case of two grou])s of persons, one having a])])les, and the 
other nuts, meeting each other tor barter. The apple-sellers arc 
all in the i)osition of A, and the nut-sellers in that of B. The 
uncertainty in the final rate of ex(*hange, which is ])resent in the 
barter between A and B, is also found to be | nvs(uit in the barter 
between the members of these two groups. This uncertainty in 
the equilibrium rate is due to the tact that in barter the marginal 
utility of both the commodities fluctuat(\s ; uhereas in buyii^B 
and selling the marginal utility of money, one of the two com- 
modities exchanged, is supposed to be constant. 


3 11 will be noticed that this rate does not l>ring any tc» A on the coin 
parative utilities assiiniod before. The example is taken Imm Marehall^ book. 
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Prof. Loria in an interesting article in the Economic; Journal, 
lilOU, subjects this view of Marshall to a searching analysis, and 
comes to the conclusion that it is only in some cases of barter 
that this uncertainty in the equilibrium rate exists, and that 
this has nothing to do with the character of the marginal utility 
of the two commodities exchanged. He divides the ])roblem 
into three parts : (i) when barter takes place between two mono- 
poly products, (ii) when it takes place between a monopoly and 
a com})etitive product, and (iii) when it takes place betw^een 
two competitive products. lu the case of trade between two mono- 
poly products, he says that Marshall’s position is xmassailable. 
In the case of barter between a monopoly and a competitive 
])roduct, there will be a definite final rate of exchange. Tt is 
that rate which will bring the monopolist his maximum gains. 
Here the monopolist will dictate his terms, and any particular 
competitive producer u^ill not be able to contest the monopolist’s 
power, because of the fact that he cannot by himself limit the 
sup])ly of the commodity which he only partly produces. If he 
refuses to sell his pioducl to the monopolist on the terms wanted 
by the latter, there will be others ready to do it. 

Hastly, in the case of barter between two com})etitive i)ro- 
diicts, the final rate of exchange is unique and determinate. There 
is only one possible rate at which demand and supply will equate, 
and it is at this rate that equilibrium wdll take i)la(‘e. The 
equation of demand and supply cannot take place at any other 
rate, since it will either increase the demand and decrease the 
siip})ly, or decrease the demand and increase the supply. Thus, 
according to P’of. Loria, there is a difference between the 
theory of barter and that of buying and selling, though to a 
much less extent, and this difference is not connected in any 
way with the character of the final utility of the two commo- 
dities exchanged, but consists in the fact that barter may take 
place between two kinds of monopoly products, while buying and 
selling necessarily take place between a commodity which may 
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or iiiii.v uot bi^ inoiiopolisod aiul nioiioy which is obtained under 
conditions of free competition. 

J>et us now examine the views slated above. Marshall bastes 
his distinction on the character of the inar‘»inal \itility of the 
commodities exchaiij>‘ed. It must be admitted that, it the margi- 
nal utility of both the commodities fluctuates, there cannot be 
a definite and determinate equilibrium. The tlu'ory of stalde 
e((uilibrium of demand and supjdy is based on certain .statical 
iissuni})tions with rej»'ard to a demand schedule and a supply vsehe- 
<lule. These assumj)tions can be uiade when om* of the commo- 
dities in excluui^e ])osse8se8 a constant marginal utility, but can- 
not be made, when the marginal utility of both is variable. 
Jlemand and suj)])ly r<date to, and de])end on, a })rice which may 
vary in two ways: by a change in the magnitudcN or by a change 
in the utility or importance, of the commodity in tcuans of which 
the ])rice is jniid or received. AVhen tlu* utility is constant, at 
a given magnitude of the price, dcunand and supply remain un- 
changed, other things being the same. Wlum the utility vanes, 
they will (diange, even though then* is no alt(*iation in the magni- 
tude of the ])riee. Thus B may like to have* the KHli ap])le for 
♦ i nuts when lie has got 50 nut.s in his stock, but may n*fuse to 
do so wlu»n his stock of nuts is only 30. Six nuts involve a lai’ger 
sacrifice, when B has got only thirty, than vshen he has got fifty 
nuts. Similarly, A may be willing to (*X(‘liangc the 10th apple 
for six nuts, when he has already got thirty nuts, but may be 
unwilling to do so when his stock of nuts has aln*ady conic U]) 
to fifty. This fluctuation in the ejuantity dcunanded or offered for 
sale without any alteration in the magnitude of the price is not 
jjossiblc in buying and selling, where it is assumed that the 
marginal utility of money is constant. Here a given money ])rice 
implies a given sacrifice or reward, and, consccjuently, other 
things being the same, the quantity dcunanded or sujqdied re- 
mains also unchanged. If a person is willing to buy the lOfh 
aj)ple for one anna, he will buy it at that prit e irrespective of the 
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total price he has already paid for the preceding nine apples. 
The sellei* who is ready to sell the 10th apple at one anna will 
always do it, irrespective of the total price he has already re- 
(jeived for the pre(*ed’j)g nine apples. In such a case the transac- 
tions necessarily close with the transfer of the KHh apple at the 
])rice, one anna. 

The whole question then turns on one thing: whether the 
marginal utility of money can be taken as constant and whether 
that of the second commodity in barter cannot be taken as such. 
That money do(vs not possess an absolutely constant marginal 
utility, will not be tlei-Ied by any one. At the same time it is a 
fact that, of all commodities, money has got the least fluctuating 
marginal utility. The reason for this is that money does not 
dir(‘ctly satisfy any particular human want, but is the means of 
satisfying our wants in general. It is also a characteristic ot 
human wants that any ])articular one of them may be quickly 
saiisfied, but wants in general are not so easily satiable. As soon 
as one particular want is satisfied, another asserts itself and takes 
its jilace. If a commodity satisfies only a single want, its margi- 
nal utility will diminish at a rapid rate with an increase in its 
slock. Since money satisfies our wants in general, its marginal 
utility will tall very slowly when its stock increases. In the 
next place, the quantity of money spent on any parti(*ular wajit 
is only a small part of our total exi)enses, and, therefore, changes 
in th(» price of a particular commo<lity does not, as a rule, a])pre- 
ciably afle(‘t our general purchasing ])ower. It is on these grounds 
that we take the marginal utility of money as constant. 

Wh(Ui a person produces a commodity and procures by ex- 
change various other commodities which he consumes, we shall 
not b(' very wrong if we think that the commodity in the produe- 
tion of which he specialises, constitutes like money the general 
])urchasing power at his command. He may himself consume a 
part of it; but, apart from this, the commodity satisfies his wants 
in general. It is thus clear that in such a case of specialisation 
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supposed to have a given stock of apples and nuts respectively. 
These commodities are not normally i)roduced by them and do not 
constitute their general purchasing* power. Had it been so, the.v 
would have possessed with regard to their j>roducers the same 
virtue as that of money, and would not have a varying imu-ginal 
utility. A has got a fixed stock of 20 apples, and B that of UK) 
nuts. As exchanges are made, the marginal utility of a})ples to 
A and that of nuts to B perceptively increase, and, therefore, the 
demand ])rice for any particular unit of a commodity does not 
remain constant but depends on this varying marginal utility of 
the commodity in terms of which that price is paid. 

Even in his next illustration where Marsliall extends his prob- 
lem to a group of persons, half of whom are in the position of A, 
and the other half in that of B, the case is not typical of normal 
production and exchange. It is only the number of persons engag- 
ed in barter that increases; but the su])ply of the commodity is 
equally fixed and rigid, so that the marginal utility of both tlie 
commodities in exchange fluctuates. There cannot, for this reason, 
be a unique and determinate equilibrium. 

Let us now examine the views of Prof, l.oria. AVe have st en 
that in his oi)inion the distinction hetwecm barter and buying and 
selling does not relate to the marginal utility of the commodities 
exchanged. It depends on the fact that in barter trade may take 
place between two kinds of monopoly products, whereas in buying 
and selling this is not ])ossible. AVe are unable to agree with 
Ihof. lx)ria on this view. On the other hand, we are inclined to 
believe that if there is to be any distinction regarding the nature 
of the equilibrium, it will depend on the character of the marginal 
utility of the eominodities. Prof. T*oria savs tliat in competitive 
barter there is only one value and one equilibrium, because if 
demand and supply ecpiate at any particular rate, they cannot 
equate at any other. AThen the price rises, the demand will fall, 
but supply will increase. It is for this inability of restricting the 
supply artificially in c'omiietitive barter that there cannot take 
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place the equation of demand and supply at any other rate. But 
this j)rcfcJui)poses a constant marginal utility of one of the two 
commodities exchanged. The supply of a commodity will increase 
when th(^ rate becomes higher, but if the marginal utility of the 
commodity sui)plied rises in the meantime, the supply, instead 
()1 increasing, may even diminish, so that an equation of demand 
and supply may take i)lace at some other rate also. 

This difficulty of artificially restricting the supply, in order 
to bring about an equation of demand and supply, does not exist 
in monoi)olistic production, and, therefore, where both the com- 
modities in excdiange are monopoly products, equation of demand 
and supply may take place at more than one rate. Since it is only 
in barter that exchange between two monopoly products is possible, 
Prof. ]x)ria says that it is only here that a plurality of value 
arises. If A is the monopolistic producer of apples, and B that 
of nuts, then, in the exchange of api)les and nuts, there will not 
necessarily be any definite equilibrium. Each party can, in such 
a case, artificially restrict the suj)j)ly of its commodity w’ith the 
object of getting the other commodity at a favourable rate. Thus 
A may find it i)rofitable to restrict the supply of apples for the 
reason tliat his eagerness to make further exchanges may result 
in such an alteration in the rate that, for a slight increase in the 
total number of nuts received by him, he has to give a much larger 
number of apples, so that, on the whole, he is a loser by such a 
change. Eor the same reason, B also is likely to restrict his 
supply, when there is a possibility of his gains being increased by 
such action. 

This sort of uncertainty in the rate of equilibrium is possible 
not only in barter, but also in money economy under monopolistic 
conditions of production and consumption. Suppose, there is, with 
regard to a particular commodity, a monopoly of production as 
well as a monopoly of consumption. In such a case, even if money 
is used as the medium of exchange, there is no definite rate of 
final exchange. Each party is in a strategic position in bargain- 



394 


K.B. SAHA 


ing. The producer knows that he alone controls the supply, and 
the other party, if it wants to buy, must come to him and accept 
his terms. On the other hand, the consumer knows that ho alone 
controls the demand, and the i)roducer, in selling the commodity, 
must come to him and ac(;ept his terms. The producer will try 
to have the maximum monopoly gain, while the consumer wdll 
try to have the maximum consumer’s surplus. There is no fixed 
and definite demand or supply schedule. Nor there is any grada- 
tion in them. The consumer, who holds a monojioly of consiun])- 
tion, can regulate the d(unand with the object of obtaining the 
commodity at a favourable rate. On the other hand, the })rodu(?{'r 
who holds the monojioly of ])roduction, can regulate the sujiply 
with the object of deriving a net monopoly revenue. There is 
thus no single and definite' e(|uilibrium in such a case. This soi l 
of a strategic action is not jiossible in buying and selling under 
competition, for the reason that any individual a(‘tion will not 
appreciably modify the total demand and total supply in the 
market, and, therefore, will not be effective in bringing about a 
favourable change in price. The only lesult of such action will 
be that either tlie individual must soon yield and accent th(* price 
ruling in the market, or go with(»ut any ])usines8 at all. 

Our conclusion is that theie is really no distinction betwe^m 
the theory of barter and that of buying and selling. The intro- 
duction of money as tlie medium of (exchange do(\s not alter the 
fundamental character of the eiiuilihrium that takes ])lace be- 
tween demand and sup])ly, Maisbalks distinction is based on 
some cases which ar<' rather exet'ptional and do not repn'sent 
normal transactions in barter. It must bo admitted that, if the 
marginal utility of Ixjfh the commodities in exchange fluctuates, 
there c*annot be what Marshall (*a]ls ‘ tlie e([uilibrium.* As a 
matter of fact, in nornml transactions in barter, we can assume 
the marginal utility of one of the two commodities as constant to 
its producer, and, therefore, even here the (Xjuilibrium is not 
accidental, but uniciue and determinabu We agree with Prof. 
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]joria when he says that between competitive barter and competitive 
buying and selling there is no distinction. But he does not seem 
to attach sufficient importance to the question of marginal utility 
in the theoiy of value. The reavson why there is no difi'erence 
between competitive buying and selling and competitive barter is 
that there is no difference between the two cases regarding the 
marginal utility of the commodities exchanged. Prof. Loria goes 
on to introduce a distinction between barter and buying and sell- 
ing, relating to the nature of the supply of the commodities ex- 
changed, namely whether it is monopolistic or competitive. But 
we have seen that uncertainty in equilibrium under conditions of 
bilateral ]nonof)oly is present not only in direct exchanges, but 
also where money is introduced as the medium. We are, there- 
fore, unable to maintain the distinction even in this restricted sense. 
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SUMMARY 

111 this little essay there is no attempt to estimate the con- 
ti ihutioiis of the world-famous author Pi of. J. M. Keynes to the 
economic doctrines of the modtun day. An endeavour is made 
to make a keen and penetrating* analysis of his doctrine of 
* managed currency.’ The inter-relationship between the dif- 
ferent ])lanks of his scheme are pointed out and the similarity 
between his t('chni(iue of management and that adopted by the 
new gold standard countries is pointed out. Tin* gold probhun 
confronts all nations and in all directions. If any endeavour is made 
to study this jirolihun free from prejudice inborn or crt»ated through 
traditional teaching and its accepted shibboletlis, the conclusions 
of Prof, Keynes seem justifiable. Whetlnu* the world would in 
future adopt this man-made scheme depends purely on tin* man- 
made remedies ado])ted to ])erfect the new gold standard as a satis- 
factory currency standard. If any nation is to be rid of the (‘vils of 
bad trade, industrial depression, widespread unemployment and 
national misery the conscious control of the new gold standard on 
similar lines advocated by Prof. J. M. Keynes would s(»em to be 
inevitable. If the significance of the law of national well-being 
is properly gras})ed Indian jjeople must realise the issue at stake. 
There should be no further ignoring, misunderstanding or trans- 
gressing this law of national well-being. If the money or currency 
or credit problem is solved satisfactorily all oth(»r difficulties in 
the path of national greatness would be set aside. 
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This essay is not a biographical sketch hut an analytical sur- 
vey of the policy outlined by Prof. Keynes — the eminent English 
Economist. His contributions to economic thought are indeed 
numerous but it would take greater space than can be allowed with- 
in the conventional limits of oiir Conference to thoroughly discuss 
tluun. So the most important of his suggestions towards the solu- 
tion of the currency problem and his able chami)ionship of the 
‘ managed non-metallic standard ’ is alone taken into account. 
Although a believer in the efficacy of gold reserve for cntain pur- 
poses, Keynes is the first distinguished ciitic who enjoys the credit 
of battering the first breaches in fhe walls of the automatic gold 
standard. Though the return of all countries to the gold standard 
has shelved further discussion of the concei)tion of scientifically 
regulaied j)a])er standard, still the techniiiue of management neces- 
sary to secur(‘ inonetaiy stability under a non-metallic standard is 
IxMtig now appbed towards managing the resurrected gold standard 
system . 

KeystoriB of the Arch. 

The scheme of currency reform ])re])ared by Prof. Keynes is 
not now a matter of scientific interest but has become familiar to 
practic'al businessmen, the l)ankers and other mem])ers of society. 
As it contains many original meritorious features of its own 
Avhich deserve s]>c(‘ial consideration an intensive study of this 
s(‘heme is taken up. Though it has been discarded by almost all 
the leading countries, still it has succeeded in exerting its in- 
fluence on the modern gold standard countries to snch an extent 
that it is now juoposed to conscionsly control or manage the new 
gold standard with a vit‘w to remedy its evils or weaknesses. 
The ])rinciples embodied in his scheme form the model of control 
adopted by the present-day gold standard countries. 

Keynes-Dilemnta. 

The genesis of his scheme was in the j ost-war years when 
the belligerent nations were fighting keenly about the imj)ortailce 
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of price stability or the exchange stability. It was in these davs 
when the issue between pri('e stability vcrsm exchange stability 
was being fought, that Keynes sponsored his famous scheme 
which has won for him world recognition and reputation. 

its Salient Features. 

An understanding of the salient ftnitures of this scheme is an 
essential })reliminary before we can hope to understand the extent 
of its influence on modern world and thought or realise its signi- 
flcance as an important contribution to the literature of monetary 
theory. 

The first feature is the declaivtion of the importance of 
lity of internal prices, i.e., the sole ])urpose is to give currency 
a fixed value in terms of commodities. Though stability of ex- 
change is an iniportant facility, the sole objective of conscious 
currency control should be in the direction of stable internal 
prices. Stability in economic life w'hich means roughly the pre- 
vention of cyclical imeniployment and injustice to debtors and 
creditors and income-owning classes over short as well as long 
periods is the chief advantage of this ideal. 

Secondly, the conscious consistent guidance of the non-metal- 
lic standard is to be conducted according to the economic data 
furnished chiefly ])y the volume of credit, etc. The note-issue 
would be limited by the requirements of the stable price-level. 

Thirdly, the agents of control would be the Central Bank and 
the Treasury. The Central Bank’s means of control are to be 
changes in the discount rate and open market operations. The 
Treasury^ w^oTild have to supplement these forces now and then 
in order to realise the stable price-level ])olicy. 

Fourthly, the volume of credit can be controlled and made 
to vary with the requirements of the country. ‘‘ The tendency 
of today is to watch and to control ihe (Teat ion of credit and to 
let the creation of currency follow suit ralher than as formerly 
to watch and to control the creation r»f currency and to let the* 



KEYNES AND MONETARY REFORM 


399 


creation of credit to follow suit/^ says Keynes. ^ Thus the 
creation of credit would no longer be with reference to gold re- 
serve of the Central Bank but with reference to the requirements 
of the people who would be the sole gainers by the maintenance of 
a stable price-level. 

fifthly, while gold is deposed from its position of (Governor 
in the banking system it is deiained as an ultimate safeguard and 
a reserve for sudden requirements. 2 Short-period fluctuations 
in exchange rates are detrimental to tra<le and these can be eli- 
minated by using gold as the means of paying international in- 
debtedness. The Central Bank would buy and sell gold at stated 
prices thus tending to keep exchange rates steady within these 
limits as w^ould be the case in the matter of specie points under 
a gold standard. These buying and selling prices of gold w^mld 
be constantly altered to follow the movements of exchange rates. 
Thus relatively peiinanent movement of exchange rates w’ould 
l)e tolerated while the disastrous short-period fluctuations of ex- 
(diange rates are deprived of their actual sting. 

Another important sendee of his which forms of course the 
basis of his programme is the shattering of the time-honoured 
ladief that currency has a resistance of its own against the 
influence of inflation.’’ That currem^v will not automatically 
recover or revert to its old value and is bound to sink into a 
bottomless abyss unless the primary causes influencing the course 
of inflation are checked, is very ably taught to us. Q-ustav Cassel 
w ho refers to the same notion consi lers it as the attribute of 
passivity and the ‘‘ value of currency is completely passive to the 
influence of continued creation of fresh ])urchasing power in the 
form of nominal means of payment.”^ 

1 Keynes, “ Tract on Monetary Reform,” p. 200. 

ZIbid., p. 218. 

3 See Gustav C’assel. * Post-War Monetary Stabilisation,’ liccture on Inflation 
and PeflatioQ. 

F 12 
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Sixthly, no gold coin is essential for his scheme and the Mint 
would he freed from the obligator^ acce])ttui(*e of gold offered to 
it. 

Seventhly, any nation can immediately take it up and pursue 
this policy undisturbed. International co-operation would how- 
ever make the scheme more efficacious and the world would be 
saved from the tyranny of gold outjnit. 

Eighthly, the formation of an organisation for the forward 
ex(*hange contracts to remove the evils oi ffuciualing (‘xchangos is 
another important innovation of his. 

The New Cold Stamhird. 

The important countries of the world have lesumed the gold 
standard with slight variation here and ihtue to suit local condi- 
tions. Stability of exchange has thus ostensibly triumphed but 
everywhere in England as well as in the United States of America 
attempts are made to regulate the new gold standard exactly in much 
the same manner as proposed by J. M. Keynes. Credit contrac- 
tion or expansion is not based on mere gold movements alonei. 
They are taking place solely with r<‘ference to the stable price- 
level requirements alone. Thus the most important of the modern 
nations are aiming at the I'ealisution of relatively stable exchanges 
as well as comparatively stable internal prices at the same time. 
Some Features Adoptedt 

lirst, the Ontral Bank management on which Mr. Keynes 
relies is tlie very method adopted tor th<f realisation of stabilised 
prices. The changes in the discount rate, moral suasion and the 
ojien market jiolicy or the absolution of deposits from the money 
market are some of the devices adopted by the modem central banks 
who are playing an actively important part in the determination 
of the volume of credit than they ever did before the formulation 
of this theory. The attainment of a stalile price level is the goal 
adopted and the price-level is one of the important ('oonomic data 
guiding the discount policy of the modern Central Banks. The 
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repudiation of the * Strong Bill ’ does not mean that the idea of 
stabilisation of prices is foisaken altogether. The world being an 
the dollar^ standard and the revalorisation of gold Ixdng (.oiiducied 
by it, it is impossible for the United States of America to give 
up her attempts towards stabilisation of prices. 

S(H!ondly, much faith is lost in the gold reserve re([uiiement8 of 
tht' Central Banks. Having gained belief in the doctrine that bank 
notes can be safely issued on the specific pledge of commercial or 
other collateral paper the gold reserve holdings are treated with 
sc ant courtesy and in the near future when gold becomes scarce as 
a result of the dying assets of the mines the present-day legal 
reciuiroments would easily be s3aled down without any injury to 
the credit prestige of the Central Biank^. Thus Mr. T. M. Keynes 
may be regarded as the propounder of the now doctrine of Central 
Bank reserves. Just at present the Bank of England is putting 
it into practice and although the gold reseive is much below the 
jcMjuircmients considered c^sscmtial by the Ciinliffe Oominittee still 
there has been no raising of the Bank rate to protect the reserve. 
As Prof. Pigou would term it, it is not the reserve discount policy 
ihat is being pursued. 

But the conception of Prof. Keynes that gold need not regu- 
late and stabilise the su))ply of other currency and cmlit uuxlia 
of (‘xc'hange has not been tacitly accepted as yet. The real mean- 
ing of the present-day gold standard is after all the maintenance 
of parity of the media of exchange, viz., subsidiary coin, paper 
currency and bank credit with gold. 

Finally the view that the gold fiat standard is far superior to 
managed paper-standard is gaining ground and it is likely to oust 
this managed paper currency doctrine though it is based on the 
same faith and technique as the latter. The idea of fiat or con- 
scious control has become an accepted article of faith and has paved 

4 See Bight Hon’ble J. MacKenna, “ Post-War Backing Policy also Gustav 
(’assel, Lecture on the new Gold’ standard included in his Post-War Monetary 
Stabilisation. 
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the way to the modern ideal of artificial but scientific price control 
without sacrificing stability of exchange or i*ejecting the gold 
standard or involving international agreeraeuts between nations. 
Considering the incontestable superiority of commodity money to 
paper money the doctrine of gold fiat money would easily sway the 
minds of the people. Even in the mechanism of control which 
gold fiat money countries have adopted many of the arrangements 
of Prof. Keynes are accepted. Although the stabilisation of prices 
the first article of faith on which Prof. Keynes pins his faith is 
only one among many other important data. Even Keynes does 
not forget the necessity of a complete set of data to obtain stability 
of economic life, which after all ought to be the aim of all monetary 
reformers. With the evolution of time th(‘re would be improve- 
ment in the means or mechanism of international control of the 
standard in the near future. As modern society develops into a 
cn'dit society credit becomes easily siisc(‘j)tib]e of control and 
the objects of the monetary reformer can be easily attained. 

Another signal contribution of his is the dift'erence he has 
drawn between money, currency and credit. This faith is the 
corner-stone of all monetaiy reformers^ schemes. Without the 
relativity of money, currcuicy aiid crc'dit, it is im])ossible to beli(‘ve 
that all of them j)erforra definitely the function of money. It may 
be true that each of the three may possess special qualities of its 
own. These would not deter the reformers from propounding their 
schemes. 

Still another feature adopted from Prof. Keynes’ ]>lan is this. 
The Central Pank\s buying and selling of gold at a fixed price is 
one of the important fe»atures of managed currency of Keynes. 
This was with reference to exchange measures. But in the modem 
gold bullion standard we find the same feature and it is tacitly stat- 
ed that this coinless gold standard is still a gold standard for the 
bank has the obligation to buy and sell gold. Mere ])ayment of 
the bank notes or other media of exchange into gold coin is no 
longer essential for possessing a gold standard. The essence of 
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the gold bullion standard is to keep the money unit in fixed parity 
with gold bullion though it night be held at home or abroad. If 
gold is held abroad the gold exchange standard is supposed to be 
in exist(‘nce in that particular country. Both Germany in 1924 
ami l^ngland in 1925, have adopted the new gold standard res- 
pectively. Since then all other countries which have reverted to 
ihe gold standard have adopted this new gold standard the most 
important feature of which is the conscious and consistent guidance 
of currency and credit in the wider interests of the country. Thus 
the conception of an automatic gold standard has been discarded. 
If a relative stabilisaiion of the world ]>rice-level is io be secured 
and if the requirements of the economic progress of the world are 
to be taken into account an intelligently and courageously manag- 
ed gold standard seems to be an admitted necessity. 

Can there be Paper Standard in the Future? 

Though a pio])hecy in ihe field of monetary economics is ab- 
solutely mischievous and is liable to be miscarried still there is 
ihe j)ossibility of a reiurn to the non-metallic managed currency 
id('al. The abolition of gold as a nionetarj^ standard is quite with- 
in ihe limits of possibility if all attempts to regulate and stabilise 
ih(' value of gold fail to achieve the object. But the programme 
of stabilisation of gold is bound to succeed if international co- 
op(*ration foreshadowed on broad lines by the (ienoa Financial 
(Conference of 1922 is forthcoming. Already a part of this pro- 
giamme is fulfilled. England, Prance and America have emerged 
as the custodians of the gold stock and these can be considered as 
ihe international ‘ gold centres.’ It is the second half of ihe 
j)rogramme that has to bo fulfilled. This part of the programme 
rc(iuires further economy of gold and reduction of gold reserve 
re(|uirenients in the non-gold centres. Though by giving up gold 
coin circulation there has been some amount of economy still the 
reserve requirements have npt been reduced. If this important 
])art of the plan is achieved and if America is financially strong 
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enough to cany out the revalorisation of gold that it has been 
pursuing now there is no reason to bo unduly pessiinistio about 
the future of the new gold standard. The necessity to reject it 
might not be felt. So the scheme of scientifically regulated non- 
inetallic currency would fail to appeal to those nations who have 
in the meantime more or less perfected the new gold standard. 

His servicesb 

lUit ho has drawn attention to the possibility of a scientific*al- 
ly managed non-meiallic currency. ]So speculative theorist even 
would now disbelieve the possibility of securing a. stable monetary 
system. Kven the most rational apostles of economic frei'dom 
Avould not (question the feasibility of rc'gulating paper currency as 
a real standard ])ossessing the most essential cpialities of sound 
money. 

What has India to Learn from His Scheme? 

Prof. Keynes has done invaluable service in laying down cov- 
tain fundamental truths which ought to l)e bonn* by all naiions. 
Jf the final aim of any nation is to create a healthy rising genera- 
tion, sound in mind as well as in spirit, the citation of mom'v, 
currency or credit must be indispensable' and must suit the reipiire- 
ments of the exj)anding imiuilation and their growing efforts to 
secure employment and expand trade. This is the fundamental 
princ*i])le that India has to accept and if the c'xploitation of tin* 
agriculturists by the money-lenders has to be given Tip it can only 
be acccjmplishcMl by develo])ing the credit structure in sucdi a 
manner that the wider intere.sts of the country alone guide the 
deliberations of the credit manufacturers. The interests of inom\\- 
ed (lasses ought not to rule or govern the cremation of credit. If 
a nationally-managed Central Hank of Issue responsible to a re- 
prc'sentative body were to be created and if it were to wisely con- 
trol the cuedit policy affording eciual ()})p()rtunity to all the diver- 
gent interests of our society the jiossibility of securing steadily 
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increasing’ prosperity would become an accomplished fact. Such 
a policy alone (tan prevent the country from ruin and further im- 
poverishment and poisonous discontent bred in the minds of all 
unemployed people. Now that a ^old standard is about to be in- 
tr()dnc(*d and her banking* system reorganised the necessity of 
managing! it in the wider interests of the country instead of in the 
interests of the moneyed classes alone has to be gras])ed. A really 
jepresentative body of the principal national interests wherein the 
Native States are also represcuited must setile this cuintmcy poli(’y. 
This is what the (Vntral Hanking fommiitee ought to realise as 
a desirable consummation worth striving for. 

Perfection of the Credit Structure. 

The Central Banking Committee has to make iirrangements 
towards the perfection of the credit instruments and make the 
])resent-day society a credit society. A rapid transformation of 
the monetary habits of the illiterate people is indeed difficult. 
But as in South Africa attempts have to be made to develop the 
credit instruments and perfect the machinery of credit conti*ol by 
organising the credit structure in such a way as to control even 
the “ ])reponderatingly large amount of financial and conmuucial 
fraiisactions of the bazaar dealers in credit.’’ The Bank rate must 
be made the king with full controlling power and voice in the credit 
structure of the country ; with a Central Bank effectively controlling 
credit as well as currency in the organised money market as well 
as the loosely organised bazaar and wuth credit instruments 
supplanting the modern cash media and the cash credit system 
giving way to the practice of drawing bills, the policy of credit 
control is bound to succeed. The co-ordination of the w’ork of the 
different members of the money market w^ould be accomplished 
only under the aegis of a true central bank. If all monetary and 
exchange business even in the moffusil is to be conducted by or- 
ganised banks or bankers and (Tedit instruments created by them 
the financial life of the people can be said to be based on credit 
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and the society can be considered as a credit society. Tinder such 
circumstances the sound manaf^einent of credit can confer blessing 
on society. Excess or shortage of (redit or unwise creation of 
credit beyond the financial capacity of the trader-borrower or a 
misuse of credit or the present-day absolute dependence of credit 
on cuiTency would become mere anachronisms in a credit society 
where credit creation is controlled by a nationally-managed 
Oentral Bank with the sole view of creating the economic ])rosperity 
of the country. 



OPI'IMUM AND OVER-POPULATION 

BY 

Radha Kamal Mukerjee, 

J'nirersity of Lurlnou'. 

Tboiioh tho siiuly of uiniiinl iiuiiiVp^r.s us now in nn early sti^e 
yet it throws a flood of light on the conditions of optinnim density 
of liiniiaii ]>oi)nlai ions. It af>pear« that amoiigst various aiunals 
tlu'ro is a < (*rtain suit able optimuTn density which is determined 
mainly by ilndr size, food habits and other characteristics and 
the presence of their usual enemies. Where there are no 
(diecks from the limitation of food-supply or from enemies 
as in nrtifw’ial ]>op;ulations studie<l in the laboratory there 
i-^ a certain optimum density which when over-stepped leads to a 
decrease of the span of life. Among certain protozoa it has been 
found that if there are too few individuals in a culture they do not 
live so successfully, and this is also said to be true of cells grow- 
ing in tissue-cultures. Again, it has been found that the mini- 
mum diuisitv is not the optimum density for a i)opulation of the 
fruit-fly Drosophila growing in tln^ laboratory. Professor Pearl 
found by his work with colonies of food-flies grown in an experi- 
mental universe, certain fundamental principles which have a very 
important bearing upon the growth of human populations. He 
discovered that there is an optimum density of population of these 
organisms as regards lojujih of life and that density actually de- 
creases fecundity. There is a profound and regular change in the 
rate of reproduction of these flies, under the conditions of these 
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experiments, with increasing density of population. The number 
of j)rogeny produced ])cr female jicr day declines as density in- 
creases, at first extremely, rapidly and thi'ii more and more slowly 
at higher densities. After a density of fifty-five flies per one ounce 
bottle is passed, the mean duration of life steadily dt'creases a^ 
density of population increases. Another way of putting the same 
thing is to say that the death rates, in these ex])('riments incr('ased 
with increa.sing den.sity of ] opulation after den.siiy fifty-five had 
been passed. The figures for mean duration of life are necessarily 
determined by the values of the death rates at ages. Other ex])eri- 
ments have demonstrated that wiih extremely high densities of 
j)opulation, the mean duration of life (or e(|ually the deaih-rates) 
approach an asymptoie. In densities below fifty-five, after a rela- 
tively small initial ris(‘, there is little change in mean duration of 
life (or death-rates) with small increases in demsity. Some other 
sociological experiments on artificial ])opulation, viz., on bacterial 
populations were conducted jn-eviously by Professor Oscar Bail and 
gave similar interesting results. Different kinds of hact(‘ria were 
placed in test tubes in o c.c. of bouillon and controlled as to the 
number. They always had an abundance of food. The culture 
was filtered and placed after certain ])eriods in a fr(*sh l)ouiUon. 
The control of the fact whether the bacteiia were in a state of 
reproduction w'as given by addition of bacterio- phage. Tt w’as 
found that the bacterial population grows in number along the 
logistic curve to a certain stage of saturation of space, where in 
demographical terms the birih-rate and ihe death-rate W(*re in 
e(juilibriuni. Tins equilibrium lasted for some time and Ihen there 
began a decrease of the number of bacteria. This decrea.se fcdlow- 
ed the course of the logistic curved but in the inverse sense. The 
course of it wms about tliree times longer than the course of the 
growth, and, finally the decrease of number was cau.sed, not mere- 
Iv by deaths of already living microbes, but bv still higher differ- 
ences between natality and mortality. The mortality was in- 
creasingly higher than natality. Another point is that different 
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microbes needed dift'erent space. With certain microbes the space 
was saturated by a much lower number than by others, although 
the differences in the size of their bodies were not reu aikable,^ 
According to Professor Pearl, the density of population affects 
the birth-rate. Put here we see that the birth-rate, so to speak, 
is ])ermanently aff'ected after a certain duration of hi^ht’st di*n- 
sity. Also when the (hnsity is aflerwuirds lower and lower, the 
birth-rate does not glow, but diminishes progressively till it 
vanisht^s absolutely. The changes in the numbers of human 
and bactej ial jiopulal ifiiis seem to develop in the form of the logistic 
ciiiwe and the life ot any population is really limited by some not 
yet known absolute upper asynr tote, even when the amount ot 
food lemains in abundance. 

In normal wild life wx cun, however, hardly expect to see 
this type of check of numbers. I’ven in the food-ffies though the 
pojiulation is stabilised by a fall in fertility with density which 
is more important than the rise in the death-rate, the stable den- 
sity is three to five times greater than the optimum density as 
judged by the huigth of life which is as good a criterion as one 
can get. Among wild jiopulations of rabbits and other animals 
mainly manimals and birds the work of Elton has shown that both 
disea and tht‘ limitation of food-sui)j)ly determines for each 
si)ecies a certain optimum density which is neither too low nor 
too high and is not the same at different times or in different 
ecological areas. Before actual starvation keeps dowm the num- 
bers, enemies control them w’hile epidemic diseases appear as new 
checks striking a sort of balance of the numbers w ith the surround- 
ings. Ilerhivoreus animals like the deer and antelope which 
cover miles and miles of territory in South Africa depend on their 
usual enemies to preserve their optimum numbers and to prevent 
them from overeating their food-supply. Serious plagues of mice, 


1 P. J. Netusil’s lleniarka in ‘ Eroceedinys of the World I’oputation Ccnference, 
1927, pp. 47-48. 
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rats and oilier rodents are found to occur from time to time in 
Yarious parts of the world when their numbers outrun the check 
of their enemies. It is then that an epidemic ai>pears and kills 
the rodent populations bringing down the number even below^ the 
mean. McKendriek’s work also demonstrates that in iiiun> 
cases as soon as the population density exceeds a certain value, 
epidemics which would otheiwise fade out will go through the 
whole population. 

it also aj.jjciirs that birds ais well as carnivorous and herbi- 
vorous animals seem to have territories each owned by one or a 
few lamilies or individuals. Such division into territories w^hich 
is connected with courtship or nesting and other habits of the 
species in question indirectly limits numbers. Where the animals 
have fewer enemies the territojial system stems to be the con- 
venient means of regulating numbers. The fact that animals 
become less abundant as we pass from herbivores to carnivores 
makes it possible for the latter at a certain point in their series 
to limit their numbers by dividing up their country and therefore 
the available iood-siijiply.^ It ijui''t be pointed out that both 
amongst certain birds and among carnivores the territorial sys- 
tems are not alwavs meant to divide only the tood-su])ply in a 
suitable way. They are connected with a chain of habits relating 
to (‘ourtshi]), nesting, watering, etc., which represent certain ]>sy- 
chological factors ( ont rolling the numbers. It also appears that 
bees, ants and tarmites which live in gieat aggregations have 
some system of sj/aciiig out their (olonies so as to lueveiit con- 
gestion. Thus both among the social insects as well as amongst 
the isolated carnivores find a sort of preb rinuu*, sometim(‘s 
physiological, sometimes jKsychological to avoid undesirable d(*ii- 
sity. 

As we rise in the scale of evolution it is the psychological 
factors which gradually play a more dominant part in the regula- 

2 See Klion, ‘Animal p|». 1*2*2— *26; also Howard, ‘ Tefntorv m Bird 

Life.’ 
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lion of numbers. Indeed, it is amongst the terminal animals 
which arc cither at or near the end of food chains and consequent- 
ly ha\e i(‘wer enemies (leaving aside the parasites) that the 
division of country into territories is more common. At the same 
time animals at the end of food chains control their numbers by 
a slower late of breeding. Some do not even breed at all. Elton 
gives in stall ces of the snowy owls, skuas, and lemmings which 
in ciitain >car when food is scarcer than uscal do not pro]:agate. 
Th(' reproduction of the carnivore is adjusted to such a low rate 
that its numbers always remain small and there is hardly any 
danger of over-stc])piug‘ the limits of food-sii])])]y. In man spjti 1 
and social pvsychological factors limit numbers but the artificial 
eoiiditions of food, shelter and clothing have siijicrseded periodici- 
ty in sex-litV, iiiadt* the nmtare period longer, and diminished the 
imijortaiice of the natural check of mimbirs in the low rate of 
re])r()duction. Amongst backward ])eoples and the lower stiata 
of a civilised soedoty not merely is tlnu'o high rate of ref’roduction, 
but iho social psycbological causes also hardly check numbers so 
that the danger of over-eating the food-8n],ply is much greater 
than in the case of many animals which control their numbers in 
diverse ways. 

Tt is (dear from evidente that ])riniitive tribes had or still 
have their rutting seasons as regularly as have the deer, the ante- 
the dog, the wolf or any other animals.^ Doine'^lication cf 
wild animals has led to the extension of the soxual season and 
in('reas(‘ of the number at a birth. Ileape observes: It would 

s(’em highly probable that the reproductive ] ower of man has 
increased with civilisation, precisely as it may be increased in 
the lower animals by domestication ; that the effect of a regular 
supply of good food, together with all the other stimulating fac- 
tors available and exercised in modern civilized communities, has 
resulted in such great activity of the generative organs, and so 


3 See Oarr-Saiiiulers, ‘ The Population Problem,* Ch. V. 
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great an increase in the supply of the leproductive elements, that 
(oneeption in the healthy human female may he said to he pos- 
sible almost at any time during the leproductivo period.’’ It 
aj^pears on the whole that man’s control of the food supjdy, its 
variety, richness, certainty and regularity as well as, general 
improvement of the conditions of life, which have minimis, d the 
dangers to which the yomig are exposed have not only increased 
fecundity but have destroyed the natural limit of the increase of 
numbers by the high development of the paiental and gregarious 
impulses, the prolonged state of infancy, and a more or less suc- 
cessful ])rotection of the offspring. Yet in more advanced com- 
niuhities, and in the same cojnmunity among the higher social 
strata, both social and ]\sychological factors play the larger part 
in (‘ontrolling and reducing fecundity than in backward (Hunmu- 
nities and social groups. It is thus that we may to some extent 
measure the rise in the scale of evolution of species of animals and 
of human communities and groujis, by low fecundity and the 
artificial control of reproduction, uhieh indirectly (Uisure a bigli 
aveuage exjjectation of life, (fenerally spc'aking not mcuely is 
fecundity lower in the higher (Economic and social strata com- 
pared with the lower layers of the ])o])ulation, but the 
former also show greater longevity and lower infant mortality. 
According to Cas])er, the following number out of 1,()(K) prii c's 
and 1,000 j’oor survive the ages. “ AVith still greater r* ason 
this may be said of the logevity of ]jr()ininent men, generally, 
compared with that of the common pcojde.” 
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Sorokin who has made a careful study of the fundamental 
differences of the lower and higher classes concludes as follows. 
The higher social classes are stronger physically and also healthier 
and have a greater vitality, than the lower ones. The duration 
of life of the higher social strata is longer and their mortality is 
lower than that of the lower social layers. The health of the 
higher classes is better than that of the lower. On the average, 
the higher social classes are superior physically to the lower 
classes. These facts show that the social stratification is positive- 
ly (‘orrelated with the stratification of the same population from 
the standjmint of health and stirngih and physical superiorily. 
This correlation seems to be permanent; it has existed in the most 
different societies of the most different times, with the exception 
of the ])eriods of decay of the aristocracy or the whole society. 

We have seem that in artificial populations of flies and bac- 
teria the mean duration of life tends to diminish progressively as 
a certain optinmm density is over-step])ed. Both human and 
bacterial population seems to grow in the form of the general 
logistic curve and it appears that it is tJic lii()hest e.rper- 

latioih of life from which we 'should judge the optimum density. 
This should be takem for the ju’esent as the absolute upper asymp- 
tote which would limit the growth of numbers even when there 
is no limit to the conditions of the satisfaction of primary or 
sectondary wants. 

The Indian cwidence of the growth of numbers in the Ganges 
Valley indicates that the rate of reproduction expands or contracts 
in sympathy with the increase d or diminished food-supply (or the 
conditions of rainfall generally). The rate of mortality also 
contracts or expands in sympathy with good or had haivests. This 
will be evident from the movement of birth and death-rates during 
lf}()l — If)21 in the Tndo-Gangetic ]'lain, west, central and east 
shown in the accompanying tables. Su(‘h close c*nrrespondence 
shows, first, that the masses do not obtain chance of child-bearing 
by separation from home in search of employment, etc., whenever 
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harvests are unsatisfactory, while actual famine or starvation 
oreatly (liiniiushts vitality and lowers Ihe birlh-raie. The rela- 
tion between sterility and mal-nutrition has been traced in many 
countries. In feeding* animals on diets extremely deficient in 
vitamin 11, MeC^firisoii noticed in 1918, that atio])hy of the tc^stes 
was one of the earliest effects. During famines and war, sterility 
in women and failure of ihe menstrual tuiudions have heen record- 
ed as evideiiees of mal-nutrition.^ No doubt the eons’ niplion of 
wheat 'which contains vitamin J1 is considcuaMy reduced if not 
altogether ceases during a >ear ol scarcity or famine, while milk 
and milk ]>rodu(ds as well as some fresh vc^geiables all of which 
are' rich in vitamin h] that has also Ixu n ccmsiderc'd to have favour- 
able (‘ffecds on re])ro(luction are cuUirely eliminated from the diet. 
On the otbc'r band, famine or scarcity increases tlie death-rate. 
The close corn s])ondence betw cum nmrtality and bad liarvests in- 
(licatc’s that the diiainiition of 1 ir-h-rat<‘ is due irostly to the 
low'ering of vitality, the whole population Ixuug at the subsistence 
level. The average expectation of life in India is exceedingly low, 
24.7 years as compared with the average of oO years in most of 
the European eouiitries; and it appf‘ars that the density in some 
of lli(' ^ su])rr-^atnrated ’ di-"^j*iet'^ whieli is alrcawly nni(*h higher 
than the optijiiinn dcmsity remains stable or is aetnallv dec'nuising. 
Blit obvicjusly the stable density must be much lowered, i.e., 
there should he lowcu* deatlnrate and corresi>onding lower birth- 
rate before India can aj)])roxiniate to the average expectation of 
life in the West. 

We may express the notion of optimum po]mlntion in a single 
f orm 11 la as f oil ow’ s : — 

P,^ X Prorl = S.l\ . . (D 

Prod~F ('Roil index. Index of aridity, Irrigation). 

Optimum population cannot be det’ind ( xe(^])t ns tlu‘ ca-fa^*t*'r 
of some** ' optimum ’ standard of li' ing But it is difficult to see 

5 Royal Com miss ion on A^/nViiltnre in [ndiM. lol. 1. Pnrf Tl. lu'i 'foro. 
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how any such standard of living can he defined except perhaps by 
means of the idea that there exists a definite standard of living, 

say Si such that ifS>Si, in any society, that society possesses 
luxuries which in the long run are physiologically detrimental; 
while if S< Si, there is starvation in a greater or less degree lead- 
ing to increased predisposition to disease and mortality. Thus 
a high standard of living implies, physiologically speaking, a high 
average expectation of life, which ensures the optimum productiv- 
ity of the individual. If this be correct S, is the optimum stan- 
dard of living, as measured hy the o))timum expectation of life, and 

the value of Pt given by (1) is the optimum population. 

Productivity is the number Si of calories produced by each and 
producer S is the number of calories consumed by each consumer. 

The formula (1) assumes that the consuming population 
ahvsorhs all ( alories ])roduced by the producers. If there is export, 
for instance, (1) must bo replaced by Pi> x Prod =(Sx Pt ) + E 
where 13 is the number of calories exported. If calories are imported E 
would he negative. Bht if ex]H)rt takes place the condition is 

not an optimum. For we could increase either S or Pt or both 
by utilising the surplus E. 

In the case of import, a stoppage of the import wmuld diminish 


cither S or Pr or both. 

But either export or import assumes that the adjustment of 
the population to the food-supoly is not the closest possible. If 
the adjustment is the closest possible E = 0, and (1) holds good 
The optimum j)opulation, then, is merely 


Optimum Pt = 


Pi» X Prod 


S, 


where Si is the optimum standard of living. 

» When we have determined the optimum population, the 
mal-adjnstment in any particular society may he measured. 

If we express it as a ])ercentage of the optimum population it 
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where Po is the optimum population, and A is the actual popula- 
tion. 

In a case like the central or eastern portion of the Qunges 
Valley, where the food-supply is barely suffieieiit to support exist- 
ence, we cannot say that Si is over attained. The condition 
8<S| is permanently satisfied. The slightest increase in the 
food-supply is immediately followed by an increase in population 
which reduces S to that value which represents bare existence. 
On the other hand, tlio slightest diminution of the food-supply, as 
the result mainly of deficient or irregularly distributed rainfall, 
is immediately followed by a higher rate of mortality and decrease 
in population. The success or failure of the han^ests influences 
the prevalence of epidemics^ the mortality and the rate of re- 
production, and thus brings about the adjustment between popula- 
tion and food-su])])ly. This will he evident from a closer stndy 
of the relation between fluctuations of the total area cultivated and 
the rates of reproduction and mortality in typical districts of the 
Gang’cs Valley. (Ref^ tables.) 

Increase in productivity alone will never produce optimum 
conditions. Nor will increase in the producing poi)ulation alone, 
nor both togeflier if Pt also increases. In order tf> attain any 
value of S. above the minimum ne(‘essarv for subsistence we must 
limit the total population, if Pi* remains fixed. In other words 

we must increase the value of the ratio or the value of 

the productivity or both. 

In the Gangetic jdain the ratio is for all ]>ractical purposes 
a constant. The numb(U‘ S is more or less permanently fixed at 
its minimum subsistence value. Productivity depends much less 
on tlie soil indc^x than upon rainfall and irrigation c'xcept in the 
ncnvly-formed deltaic area, the reason Ix'ing that the whole of the 
valley is now in a mature stage. 

Productivity therefore depends on the soil index, the index 
of aridity and the percentage of irrigation. 

It appears then that the population of large parts of the 
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Gangen Valley after reaching a certain density shows a tendency 
towards diminution. The primary cause which stabilises the 
population is a higher death-rate than a falling birth-rate; as 
early as the next favourable agricultural season, birth-rate leaps 
up and the vacuum created by increase in the death-rate is at once 
filled up. It is the enormous increase in the death-rate which 
primarily controls population <lensity. It is obvious that human 
numbers tend to apiuoech the equiJibiium density and also that 
the optimum density is much smaller than the equilibrium density. 

The distinction between optimum density and equilibrium 
density is of value only to a community where i)sychological 
factors play a dominant part in the control of numbers. We have 
already seen that the terminal animals control their numbers by 
a lower rate of re})roduction. The territorial division both among 
birds and carnivores represents an indirect operation of both psy- 
chologic^al and economic factors in controlling the numbers. 
Among the small gregarious herbivores, however, domsity rapidly 
increases and after it has already increased a good deal, fecundity 
far from being reduced is actually increased. Thus rabbits, 
lemmings, field-mice, etc., Julian Huxley observes, liave cycles 
in which the ])opulation increases gradually to a maximum, and 
then, through an epidemic, is brought rapidly down to a minimum. 
The same holds good of masses of congested populations in India 
and in China, among whom the e(iuilibrium density is reached as 
in the case of rabbits and field-mice by an enormous and even 
catastrophic increase in the death-rate, showing itself in epidemic 
diseases, when the population reaches a certain level. When we 
vspeak of an optimum for human numbers, on the other hand, we 
should seek as our standard the maintenance of conditions of maxi- 
mum physiological well-being S» and not the minimum sub- 
sistence value at which S seems to have been permanentlv fixed 
in India or China. Thus an optimum density of population is that 
where we have tJie highest average e,rpeciafion of life. We have 
already seen that longevity and the mean age are greater among 
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the higher social classes than among the lower in all countries. 
The average expectation of life is diminished both by poverty as 
well as by luxury and we can take a high average expectation of 
life as an excellent index of economic, social and moral progress*^ 
In the congested plains of India and (%ina: there is no attempt 
to reach a higher grade of physiological or social well-being. 
Both the average expectatioji of life as well as the standard of liv- 
ing are exceedingly low and are further lowered when a favourable 
agricultural season creates more nioulhs to feed. ]h)piilation here 
tends to reacdi not an optimum but an equilibrium density as the 
result of a gradual or sudden increase in tlie death-rate. The in- 
direct limiting factor is of course the food-sup})ly. Comparing 
the trend of poi)iilation density, and birth and death-rates tor over 
three or four decndcs in .some districts of the r])])er and ( Vntnil 
Plain, we find that mortality tends to be greater than natality after 
a certain (Hiiiilibriiim (hmsity is over-stepped, and in a tew case^, 
we find that the birth-rate is ])tu'maiiently affected. Tims th(» mov('- 
ment of population in (mitaiu areas of the Ganges Valley is similai 
to that of bacterial i)oi)ulatioii, tending to follow PearPs logistic 
curve. In what dc(*ade the (Equilibrium density bas been reached 
in a particular district d( jauids rpon agricultural, and, especial- 
ly, hydrographic conditions. But no sooner is it reached than 
we find a decrease of density either through the decreasing survi- 
val-rate, or through a permammt lowering ot tin' birth-rat(». Thus 
the |K>pulatioii trend seems io be alike in human and l)actcrial ])(>pu- 
lations when they reach u certain stage ot saturation of area. 

The Swedish statistician Striindberg (livid(ES thf' population of 
a country into f(dlowing age groujis: 0 — L4, 15 — tf>, and 5(1 on- 
wards (prcMuaturity, maturity and ]»as(-maturity ), and distinguishes 
between progressive, stationary and retrogressive types according 
to the percentages of population in the ])r('-matinity and past- 
maturity phases, 50 \)vr cent of the po])ulation in all countrie.s, 
where the* figures are not upset by migration, falling in the 
maturity jieriod. 
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Sthunbuehg’s Table 

Per cent of Population 


Ago-Oroup 

Progressive 

Stationary 

HetrogreBsive 

Years 

Type 

Type 

Type 

(>—14 

... 40 

‘S3 

20 

15—45) 

... 50 

50 

50 

50^ — onwards 

... 10 

17 

30 


A])j)lyiii^* Siriui(ll)cr»’H fonriula to the dili'erent ecolog:icaI 
areas of the Gaii^**es Valley we get the following table: — 


Western Ganges Plain 

Age 

0-14 

... 38 

Age 

16-49 

50 

Ago 

60— onwards 

12 

Central Ganges Plain 

.... 35 

52 

13 

flastern Ganges Plain 

... 30 

49 

12 

North Bihar ... 

... 37 

50 

13 

South Bihar ... 

... 37 

50 

13 


It will ujjpear that none of the above areas are progressive; 
in fact these tend more towards the stationary than the progres- 
sive tyjie. The Central Ganges Plain has the most unfavourable 
figures. It must be j)ointed out here that the mature period for 
Indian women is shorter and old age comes (quicker in India than 
in Strundberg^s formula and also that a large number of women 
in the child-bearing period are Avidows and cannot be re-married. 
These considerations would tend to make the type of the popu- 
lation still more stationary. 

Gait in his Census Re])ort of India, 1911, took 15 — 40 age 
period as his basis of Indian comparison. On this basis the table 
for the different areas of the Ganges Plain Avill be as follows: — 

Age Period Age Period Age Period 
0—16 16-40 40— onwards 


Indo-Gangetic Plain, West .... 37 41 22 

Indo-Gangetic Plain, Central 35 41 24 

Indo-Gangetic Plain, East .... 39 38 23 

North Bihar ..... .... 37 55 23 

South Bihar ... .... 37 40 23 
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Thus populations in the areas in Jldhar and the Indo-U-anpfetic 
Wain Central, represent a more stationary type than those in the 
other areas. All the areas sec in to he more un])rogressive than 
what could be deduced from the former table. 


1 nd o- Gcnpe f i c Pla in 


West 

Females 


1. Meerut 

... 0—16 

37-9 


15—40 

30t) 


40 — ouwards 

'Zilb 

2, Aligarh 

... 0—15 

3()-9 


15—40 

40-5 


40 — onwards 

22-6 

3. Muttra 

... 0-15 

38-2 


15—40 

38-5 


40 — onwards 

233 

4. Agra 

... 0—15 

37-5 


15—40 

40-7 


40 — onwards 

21-8 

5. Etawah 

... 0-16 

37-5 


ir>— 40 

41 7 


40— onward.s 

20-8 

1 ndo-(r(ni(jcfic 

Cc'ntral. 


6. Oawnpore ... 

... 0—15 

35-9 


1.5—40 

41.3 


40 — onward.s 

228 

7. Allahabad 

... 0—15 

,37-3 


15—40 

300 


40 — onward.s 

22-8 

8. Lucknow^ 

... 0—15 

34-3 


1.5—40 

39-9 


40 — onwards 

26-8 
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Indo-Gon^getic Plains Eant, 


West 

Females 


9. Benares 

... 0—15 

38-4 


15—40 

37-9 


40 — onwards 

237 

10. Jaunpur 

... 0—15 

37-9 


15—40 

38-8 


40 — onwards 

233 


All the above rlistricts are found to he of the stationary type. 
Meerut, Muttra, TiUcknow, Benares seem to be especially worse 
off. 

In East Beno'iil, on the other hand, Ihe pro^^ressive type of 
population is quite in evidence. 


PeinaleB 

(K— 15 

I4oakhati 

... 44.9 

Active Delta 
Bakarganj 

41-7 

Tippera 

44-0 

15—40 

... 40-9 

42.1 

16-2 

40 — onwards 

... 14-2 

16-2 

13.9 

While in the Moribund Delta the population 

tends to be more 

consistently retrogressive than 

anywhere else 

in the Ganges 

Valley. 




Females 

JesRore 

Moribund Delta 
Nadia 

Murshidabad 

0—15 

... 35.6 

3.5-7 

,36-9 

15—40 

... 43-7 

42.6 

42-4 

40 — onwards 

... 20-7 

21-7 

20.7 


This area maintained a swarming^ population in the medieval 
period but today the inevitable coming of age of the alluvial plain 
coupled with man’s artificial interference with the natural drainage 
channels due to increase of population has spelled stagnation and 
decline. 



SOME RE(^ENT DEVELOPMENT IN THE 
THEORY OF POPULATION’ 

BT 

N. S. Narasimha Aiyangar, 

Trirandm m. 

i. Introduction. 

Since the middle of the recent World War, .there has betm ii 
revival of interest among writers on Kconomics, in tlu‘ problem of 
Population. This has naturally ltd to the re-examination of the 
old theories on the (juestion, first enunciatt d by Malthus, later 
developed by John Stuart Mill, and finally establislied by Marsball. 
From the earliest days there has been diss(*ntient voices, which 
refused to acc(*pt the categorical assertions of t lie 'classical st hool. 
Of late, these protestants have increased in num])er and importance 
and they have evolved a new creed, Th(‘ followtus of Malthus 
therefore have had to jmt up a strong fight in (bd'ence of tlndr 
position. Thus, during the last ten or twelve ytNirs tlnue has beim 
a regular ^ Battle of Blooks ’ over tlie (] nest ion. 

The Over-Population Controversy in England. 

Mr. Keynes, who is generally regarded as one of tlu* mo>t 
brilliant pupils of the late Prof. Marshall and whose f(*w slim 
books on Current Economic jiroblems an^ read with tin* avidity of 
the latest fashionable novels, sed the ball rolling in P)lfl. In his 
‘ tjconomic ('oft,sr(pi('ffres of fhr I^pocc ’ be lemimbMl war-worn 
England of the Devil originally * dise-losed liy ’ Malthas. Sir 
William Beveuidge, the Director of the l.ondon School Ec momics, 
soon after entered the arena and attrmpt(‘d to i xorcisc^ the phan- 
tom raised by Keynes hy means of bis Presidential Address to the 
Fconomics Section of the British Association (1928). Mr. K(*ynes 

1 For a SurnTiiaiy^ of the points of the I’aper, pPsase see Se<‘. JU helow. 
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parriecl and partisans have been falling in, for either side, since 
then. Even our association has contributed its own quota to the 
arrayed forces in the person of our distinguished Vice-President, 
Mr. 0. J. ITamilton. At our seventh Economic Conference held 
in Bombay early in January, 1924, Mr. Hamilton read a long and 
interesting Paper on the ‘ Population Prohlein in Jndia,^ In it, 
he first enunciated certain theories on Population and then 
attempted to a])})ly tlnun to the case of India. Since then 
s6V(»ral important books and j)apers on the subject have appeared 
both in England and in India. 1 have therefore ventured to invite 
your attention to (jeriaiii ])hases of this controversy, in this pajn r 
of mine. 

2. Two Tendencies in recent Economic Thought on the Population 
question. 

Two tendencies are apparent in recent studies in England on 
the Population question. There is first an attem 2 )t to reaffirm the 
doctrines of Malthus and api)ly them to the facts of recent Ik'o- 
nomic History. J^fi'oits are being made, on the other hand, to 
develop a new theory of Population untrammelled by past tradi- 
tions and more scientific in character. The two are represented by 
tlie ‘ Cambridge School ^ and the ‘ Jx)ndon School ' respectively. 
The views of the former are contained in one of the Cambridge 
Economic Hand Books,” dealing with ‘ Population ^ and written 
by Mr. Harold Wright, to which Mr. Keynes the General Editor 
of the series, has contributed a thoughtful preface. For the prin- 
ciples of the other party, we have to go through the writings of 
Prof. Cannan and his eminent disciples Mr. Robbins and Mr. 
Dalton, ^^rhey have not yet been presented in a compact form, 
liet us consider each of these, one after the other. 

3. The Neo-Malthusian Argument. 

To take up Wright’s hook first, we find, that, after giving a 
brief history of the early theories on Population he rei)rodu(*ea the 
F. 15 
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Malthusian argument in Mai thus’ own words (pp. 33 — 30) and 
gives the latter’s suminary of it, which is well-known even to the 
beginner in Economic Studies, viz., (1) Population is necessarily 
limited by the means of subsistence. (2) I’opulation invariably 
increases unless j)revenied by some very powerful and obvious 
checks. (3) These checks and the checks which repress the 
superior power of poj)ulaliou and keep its effects on a level witli 
the means of subsistence are all resolvable into moral restraint, 
vice and misery. 2 

It is significant that Mr. AVriglit has omitted here the basic 
principle .of Malthus, viz., “ Population when unchecked, increaNCS 
in geometrical ratio; sulisistence increases only in an ai’ithmeticaJ 
ratio.” This is hardly lair to Maltlms, because, as Wright him- 
self is aware, it was the special claim of Malthus that he alone, as 
distinguished from previous Avriters on the subject, had made ‘ th(‘ 
comparison between the increase of population and food with 
greater force and precision.’^ There is however some justifica- 
tion for Mr. Wright’s omission, ‘ the precision was more apparent 
than real,’ admits the advocate, and pleads Malthus’ mathematical 
training in extenuation of his mistake. But he forgets that if this 
fundamental principle goes, the whole argument of Malthus falls 
to the ground and his essay * remains only a chaos of facts colleci- 
ed to illustrate the effect of laws which do not exist. In other 
words, Malthus appeared to adopt the inductive method to enun- 
ciate a law regarding the relation between population and food, 
but the facts on w^hich he based his conclusions are not true. In 
fact, population has never increased in geometrical ratio, in any 
country over a long [period. Hence the so-called law is no law but 
an inaccurate statement only, based on incomplete data. This is 
generally accepted by Avriters who have applied the statistical 
method to the study of the Population (luestion in recent times: 


2 Wright, p. 27. 

3Jb., p. 29. 

4 Cannan, Theories of Prodvciion and Distribution^ 2nd Edition, p. 144. 
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cf, Bil’entano’s Article in the Economic Journal, 1910, p. 270 
et seq., and the viewH of Bowley and Sidney Gule.® According to 
the latter the per(‘entage rate of ineiease of Population tends to 
fall as density increases.^ 

Malthus’ Law of Population and the Law of Diminishing Returns. 

Like a devoted lawyer, Wright next finds a new plea for his 
client. He says, “ If we substitute the Law of Diminishing Re- 
turns in agriculture or the arithmetical ratio of Malthus* essay, 
w<‘ shall see that the conclusion remains unchanged ** and quotes 
the following statement of Mill with approval; It is vain to 
say that all mouths which the increase of mankind calls into assist- 
ance bring with them liands. The new mouihs require as much 
as the old ones and the hands do not produce as much,** and he 
adds Population must still press upon the means of subsistence, 
iinless the checks of vit e, misery or moral restraint intervene ** 
(]>p. 82-33). Here again \\'right*s argument is shaky and does 
not im])rove the value of the conclusion. First as Mr. Cannan has 
pointedly jnit it ‘‘ to imagine that fhr Essay on the Prinei^ple of 
Population was ever based on the hnv of Diminishing Return is 
to confuse Malthusianism as expounded by J. S. Mill with Mal- 
thusianism as Malthus founded it. *’7 Secondly, as the same critic 
lias remarked, Malthus himself had never taken the new hands 
into account at all. He neglected entirely the increment of labour 
sujiplied by the increment of Population.* *8 

Thirdly, as Cannan has written in another place, Why should 
not the increased number of people be able to grow a proportional- 
ly increased amount of produce? or even more seeing that they 
would be able to draw greater advantage from division of labour? ** 
Malthus* argument gives no answer to these questions.^ 

5 Statifitical Society's Journal^ Jan., 1925. 

6/5., p. 29. 

7 Cannan Theories, etc., p. i44. 

8 Ibid., p. 180. 

9 Cannan, Wealth, p. 48. 
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4. Later History of the Malthusian Theory. 

(iuite imcoiiscioiis or iiiimiiidful of dofec'tH in the original 

as well as the reforojed Malthusian theory, Mr. Wright passes on 
to trace its later history. He writes: J. S. Mill however, ad- 
hered firmly to the general teaching of Malthas and Ricardo, w^hich 
he re-stated in a more coitiplete and scientific form.’’^® This state- 
ment is ([uite surprising in view of Professor Oannan’s minute 
analysis of Mill’s views and his scathing criticivsm of them.^i The 
surprise is all the greater because, Mr. Wright is (juite aware of 
Ib'ofessor Oannan’s views. He has himself quoteHl certain portions 
of them and made a feeble attempt to contest tl i)m. Thus Im has 
written : ^ hence it became fashionable to speak of Scientific-law 
and even so acute a critic as Professor Pannan asked, in 190S, why 
“ Mill should be at the trouble of developing a law which (1) should 
not come into o])eration at a very t'arly date in the history of 
society; (2) is liable to tem])orary su])erscssions ; and (3) has been 
made head against by an antagonising principle, viz., the progress 
of civilization, throughout the known history of England.^’ As 
against this view, it may be urged that if we were to ignore all 
those scientific laws whi(*h are ^counteracted by otlier law^s, we 
should not get very far in our interpretation of j>henomena.^’^2 
reply to this, we have only to repeat what Oannan has said in an- 
other place : A scientific law should be true at all times and 

places, and should not be liable to ‘ temporary supersessions * 
or failures to come into operation, nor capable of being replaced by 
a contrary law.*^^3 other words, an Economic Law is only a state- 
ment of a tendency and if there is aconirary tendeTuy counter- 
acting the former at every step no object is gained by calling 
either a liaw. 


10 Wright, j). 50. 

11 Theories, pp. 176 — 

12 Wright, pp. 62-63. 

13 li'ealth, p. 59. 
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To conclude our re\iew of Mr. Wright’s rehabilitation of 
Malthus’ tlieory, it may be stated that both Malthus and Mill as 
ell as their modern followers Keynes and W^right have been 
frightened by the si)ectro of over-population in England and have 
allowed their scientific visitm to be dazed by that apparition. 

5. Mr. Hamilton’s Viev/s on < Over-Pooulation.’ 

Much the same ihing has to bo said in regard to the theoretical 
]»orti()n of Mr. Jlamilton’s Paper, referied to earlier. Though he 
begins the discussion with an attempt to define ‘ Over-Po])ulation ’ 
he has not succeeded in it. lie has mendy drawn a distinction 
between ‘ Over-Pojiulation as 'a stafe and Over-Population as a 
iondency,' The former he adds may be either relative or final. 
The first test of over-population, according to Mr. Hamilton, is 
this: ‘ Is the ])opulati()n j)ressing on the means of subsistence? ’ 
(p. 14S) . If we ask how that pressure is to be gauged, Mr. Hamil- 
ton answers, not by tlie rate of death from actual starvation, nor 
h^ the low standard of comfort of the people but by the high rate 
of mortality (es])e(o’al]y of iiitants), by ‘ reason of pODerty.*^^ 
Hamilton’s choice of this measure seems to be unfortunate. For, 
while the first two standards are capable of easy application, the 
last is most elusive. How are we to decide that poverty is the 
sole or main cause of inortality in a country, either of infants or 
of grown-up jieople? In most cases, (wen among the poor, it is 
ignorance of the laws of health as much as their poverty that 
would account for their high mortality. 

Another test which Mr. Hamilton suggests is; ‘ whether Popu- 
lation is being actually restrained from a more rapid increase by 
the effects of poverty rather than as the result of a rational limita- 
tion of numhervs ’ (p. 149). I’eihaps we may put it better in 

14 8cc Proceedings of the , Seventh Indian Economic Conference^ 1924. 
pp. 146—168. 

15 Ihid. 
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Malthas* laii^rwa^e thus: if Ihe positive vhevhs are working* and 
not the ptrrcfifirc cheeks, in a eonutry, there is over-population 
there. And one may well ask, what is the authority for this? 
The writings of neither Malthus nor of his devout followers warrant 
such a test. 

In the latter part of his Paper he ap])lies these two tests to 
the case of India and comes to the conclusion that India is over- 
})opiilated; because, lie finds in India a high death-rate es]>eciallv 
of infants on arronivf of porprfji and Oie ahseiu’e of the pieventive 
(heck. He is also of opinion that tlie high Indian birth-rate is 
another sign of over-population (]). 1(15). On the otluw hand, it 
may be argued first that, according to the strict enunciation of 
Malthus’ theory, there cannot be over-population^^ and secondly, 
that the term ‘ poverty * is one of the most indefinite terms in 
Economics. In fact, the whole Paper of Mr. Hamilton appears to 
be based on the unwarranted assumption that ‘ poverty is today 
largely the result of ('xcessive numbers * (p. ]o2). One may as 
well maintain the converse jirojjosition ; ‘ over-])opulation is b)rgcly 
the result of poverty.* 

Reasons for Mr. Hamilton’s Mistake. 

I may perhaps be accusc^d of being uncharitable to Mr. Hamil- 
ton if f go behind his Paper and exjdain the motive underlying it. 
But the fa(d seems to be that he is following the Malthusian tradi- 
tion very closely, dust as that ttuicher of the East India Comjiany’s 
Ilaileybey College in England wanted to explode th(^ optimistic 
views regarding the future of society held by Mr. Goodwin and 
his ))aiul of reformers, this Professor of Patna wishes to combat 
th(' o])inions of Indian publicists that the poverty of India might 
he the result of the policy of its govornmcmts, in the remote or 
immediate past and that one remedy for it may be greater indus- 
trialization (pp. 155-G), 'No,* says Mr. Hamilton. ' The poverty 


16 See Canaan, Theories ^ 2nd Edition, p. 137, note 1. 
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of India is duo only to OAn‘r-])opulation/ ‘ So long as the tenden- 
cy of population io outrun the means of subsistence continues 
tlu re will be no (»s^*apo from the (Central fact of the poveity of 
the mass of Indian po()))lo ^ (p. 155). !wen the strict followers 

of Malthus may picdest; ‘ ihal cannot bo/ ‘ Population can never 
outrun lln' moans of subsislonce ’ ; for, has not our Master said; 
“ l\)])ulation is necessarily liinitod by the means of subsisi enoe/' 
But Mr. Hamilton is ptua rot/alisfe quc de noi ^ and would only 
])ass on, saying, ‘ India can only look forward to an advance to 
a si ate of reasonal)lo c omfort among her peoi)le as the result of a 
drastic change in her marriage customs and in the unchecked pro- 
( reaiion of children which at jnosent prevail ’ (j). li>8). 

Regret for Mr. Hamilton’s Mistake. 

Our regret is all the greater in Mr. Hamilton’s case, boeause 
lie is quite aware of the latest theory, on the Poimlation question — 
‘ the optimum theory ’ (pp. 148 and 141)) and its applicability to 
India. One may perhaps credit him also with the knowledge of 
the origith of the theory and the reasoins for its rise, viz^, that it 
was due to the dissatistaetion telt at the classical Economist’s Law 
of Population. But Mr. Hamilton does not care to use his know- 
bulge. He sumnunily rejects the new theory because, he says, ‘ in 
my opinion this method of formulating this ivssue is not satisfac- 
tory ’ (]). 141)). He does not however exidain why he holds such 
an opinion. 

6. The Views of the ‘ London School. ’ 

Let us now proceed to describe the attempts made by the 
‘ London School ’ to evolve their new theory of Population. As 
one of its exjionents has jnit it : ‘ From the point of the economist, 
the theory of Poji illation has two branches. The first is the theory 
of the causes w^hich determine the growth or decline of numbers 
in the world as a whole or in such smaller areas as may seem to 
be of special interest or significance, such as areas bounded by 
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national froniiors. The sec^ond is ilie theory of the relations be- 
tween Economic wellaie and ehungos in numbers. The first branch 
ol the theory must rest mainly on a statistical or inductive basis. 
The second branch offers more scope for j^ciieral leasoniiig of a 
deduciive kind, though here too the inductive method lias an ini- 
poitant ])art to play.^^ 

Maliluis attempted to cover both these branches but as Mar- 
shall has stated, it is only ‘ with regard to the supidy of Popula- 
tion (that is, the growth of Population) that Malthus’ position 
remained substantially valid. In other words, Malthus^ first 
jiroposition is correct: ‘ Populaiion is necessarily limited by the 
means of subsistence.* The other two jiropositions which have 
reference to the abovenumtioned second branch of the theory are 
not only ‘ antiquated in form buf aie invalid in substanc(‘, exce])t 
with large ([iialificatioii.^® 

Cantian^s < Law of Population.’ 

In regard to this branch of the theory as against Malthiis and 
]\Iill who regarded the growth ol I^opulation as ahvays ]>reju(]icial 
to ]U'ogress, the modern E(*onomists would side with Ihof. (*annan 
who has said: ^ It is not true that an increase of lh)|;iilation mu-vt 
always diminish the productiveness of industry or tlmt a d(‘cr('a8e 
of population must always increase the productiveness of industry. 
The truth is that the productiveness of industry is sometimes ])ro- 
moted by an increase of Population and sometimes by a decjcase.’^ 
It is however true, that at any given time, the amount of lalmur 
(supplied by population) ‘ which (‘an be exerted on a given ])iece 
of land, consistently with the attainment of the greatest produc- 


17 Dalton : Theory of Population Ecnnomicn, March, 1928, p. 29. 
Principles , 6th Edition, ]). 179. 

19 Marshall, p. 180. 

20 Contra, Marshall, ibid. 

^Elementary Political Economy, p. ‘21. 
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tiveness of indiistiy at that time is definite ’ that is te say, ^ at 
any given time the population which c,an exist on a given extent 
of land, consistently with the attainment of the greatest produc- 
tiveness of industry possible at the time, is definite/^ According 
to Cannan, this is the only renl ‘ Law of Population.’ This theory 
has been largely developed by i^rof. Cannan and his disciples 
Messrs. Robbins and Dalton, since the beginning of this century, 
Mr. Robbins is also res])onsible for the j)r>per appreciation of his 
master’s pioneer work on the subject. 2^^ Let us now trace the 
history of this theory. 

7. Caiman’s Development of this Theory. 

It was in 1H8H, that Piof. (Jannan first made the abovemen- 
tioned observations. Subsequently he went on elaborating his 
ideas in siu’cessive works of his, till his mature views are embodied 
in his ‘ Wealth ’ (1914). In his second book, ‘ Ths Theories of 
Frod action and Distribution 1770 — 1848 (1st Edition 1893), he 
demolished the crude opinions of Malt bus and Mill, as has been 
already pointed out. To the second edition of the same work 
published in 1903, he added certain observations at the end, which 
(»xplain his earlier enunciation of the theory : ‘ It is now clearly 

recognised that the point at which returns to industry cease in* 
creasing and begin to diminish, the point it may be called of 
maximum productiveness is constantly being shifted by the progress 
of knowledge and other circumstances and that the shifting is 
generally in the direction of increasing the population which is 
consistent with the maximum productiveness possible at the time. ’24 
As Robbins has remarked “ It is in ‘ Wealth ’ (1914) that the 
new doctrine receives its most penetrating and comprehensive state- 
ment .... the point of maximum productiveness of UK® now 

22 Ib., p. 22. 

23 See London Essay, ^ in Economics, pp. 103 — 137. 

24 Ibid., p. 397. 

F. 10 
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becomes the point of maxinmm returns and an obvious improve- 
ment in terminology. Much more important, the old distinction 
(accepted by Cannan in 1888) between agriculture and manufac- 
ture, so fatal to clear thinking in the past is frankly abandoned 
If we start from what I have called the point of maximum 
return we can say of manufacture as well as of agriculture that 
the returns diminish as we move in either direction from that 
point. ’’25 ^Vhat follows in Cannan’s Hook is also worth quoting, 
on it completes his argument: ‘‘If we suppose all difficulties 
about the measurement of the returns to all industries taken to- 
gether to be somehow’ overcome, we can say that at any given 
time, knowledge and ciinumstances remaining the same, just as 
there is a ])oint of maximum ndurn in ea('h industry, so these must 
be in all industries taken together. If ])opulation is not large 
enough to bring all industry up to this point, returns will be less 
than they might be, if, on the other hand, i)()])ulation is so great 
that the point lias been passed, returns again are less than might 
be. ”26 It kas only to be added that the population which just 
makes the maximum reiurns possilde is the optimum or best pos- 
sible })opulation. This is what has come to he called the ‘ Opti- 
mum theory ’ (Ilohhins) or the ‘ optimum density lluMiry ’ of 
Population (Carr-Saunders), Some ])eople like the late Mr. Allen 
A. Young object to the use of the word ‘ theory. ’27 S(» we may 

call it the Eronomir ‘ Principle of Population.’ 

S. Dalton’s Contribution to its Elucidation. 

Mr. Dalton has made a valuahle contribnlioii to the elucida- 
tion of this conception. 28 IJe says that the optimum population 

26 Cannan, Wealthy Ist Kdition, pp, 07 — 69; Jird Edition, 192S, p, 6S ; RoObins, 
Esftay, pp. 117-118. 

26 Wealth, 3rd Edition, p. 58. 

27 Economica, March 1928, p. 114. 

28 See his Essay on the Theory of Population, Economica, March 1928, pp. 28 — 
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is not that which yields maximum returns merely but that which 
gives maximum Economic welfare for each individual, which for 
all practical purposes means maximum income per head (p. 30). 
Thus he brings us to the popular statement of the ^ Optimum Den- 
sity Theory/ as given by Carr-Saunders : ‘ In any country at any 
given time, there is a certain amount of skill and knowledge avail- 
able, and there are certain habits and customs which govern the 
use of this skill and knowledge.’ Taking oil these conditions into 
consideration, it is (dear that there is a particular density of popu- 
lation which must be reached and must not be (exceeded (if the 
largest possible income per head is to be obiained).29 

^ Mal-adjustment ’ of Papulation, 

From this definition of the ‘ ()[)timum,’ Mr. Dalton naturally 
deduces the meanings of the common- and commonly misused- terms 
over-popuhtiion and inuicr-populaiion. “ If numbers are greater 
ilian the optimum, a condition of over-po))ulation may be said to 
exist if less, a condition of under-po])ulation. In both eases there 
is a mal-adjustnient of actual numbers to the optimum.’*^® He is 
not satisfied with attemi)ts fo prove the bare erutence of such 
mal-adjustment but would go further to measure the depree of 
sucdi mal-adjustment. ‘ Mal-adjustment/ according to him, ‘ is 
a function of two variables. If A represents actual numbers and 

A-O 

0 the optimum and M the degree of Mal-adjustment then M= -q — 
Positive values of M indicate (jver-po])ulation and negative 
values under-i)opulation . 

"What he says in continuation is also of practical interest: ^ over 
a period of time either A or O, may change, while the other re- 
mains constant or both may change cither in the same direction 
or in opposite directions. Changes in A, may be observed but 


29 Population^ pp. 26-27. 

30 Jb., p. 31. 

31 Jb., p. 86. 
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not, in our present state of knowledge changes in 0, nor therefore 
changes in 

DifRculties in the Quantitative Determination of the OptimunK 

It has to be said in this coimeotion that the exact value of (> 
is hard to deteriiiine in our present state of knowledge. As 
Caiman wrote in 1SH8, to show that both under-population and 
over-])opulation are possible is not the same thing as showing that 

either of these things exists now or has ever existed The 

existence of over-po])ulati()n or under-population is not susceptible 
of exact demonstration.’’^^ 

9. Qualitative Analysis of the * Optimum.’ 

Though it is impossible to determine the exact oidimuin quan- 
fifati rely, it is comi>ai atively easy to fix it, in a qualifafivc m^nneT. 
As Dalton says, ‘ 0 is determined, for any area by the interplay 
under the influences of hypothetically changing numbers, of two 
factors, natural resources per head and facilities for economic co- 
operation, including co-operation with the inhabitants of other 
areas. As A incrc'ases, hypothetically, from zero to O, the first 
factor diminishes, but the second increases and outweighs it; as 
A increases, hypothetically, beyond 0, the first factor continues 
to diminish and outweigh any further incri^ases in the second.’^ 

* During outbursts c;f economic progress ’ continues Dalton, ' the 
second fac tor increases with exceptional ra])idity and 0 tends to 
increase with it. During war and in ])eriods following war \vhen 
political frontiers are suddenly changed, new tariffs and other 
obstacles to trade are set up and pre-war trade relations dislocat- 
c*d, facilities for co-o])('ration shrived, the second factor suddenly 
diminishes and 0 tends to diminish with it (p. 38). 

32 Ibid. 

33 Elementanj Political Economy, p. 25. 

34 75., p. 37. 
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10. Mill’s View af ^ Maximuni Population ’ Critioisod. 

Mven at tluH wo can explode one dogmatic assertion of 

J. S. Mill ill regard to the inaxinumi population. In hivS PfinripleH, 
Mill wrote in 1848, The density of population necessary to en- 
able mankind to obtain, in the greatest degree, all the advantages 
both of co-o]ieration and of social intercourses has, in all the most 
pojiulous countries, been attained. Car nan's criticism based on 
the optimum theory is (juite eftei tive: ‘‘ Mill looks on the degree 
of density which is lecpiired for the maximum productioners of 
industry as something fixed once for all, at 100, or 200, or some 
other niimbtu’ to the sipuire mile. This is, of course, an eminent- 
ly unscientific and unhistorical way of regarding the questions. 
Idle (‘onditions under which men live, the extent of their know- 
ledge and their ability io profit by their knowledge change from 
century to century, fiom year to year and even from day to day 
and almost every change affects in one way or another the 
density of ])opulation necessary to enable mankind lo obtain in the 
highest degree all the advantages both of co-operation and of 
soraal intercourse.^’^ 

Tn the terms of the foimula given above according to Mill, 
(Hs fixed once and for all; whereas according to Caiman’s theory 
ii is ('ssentially a function of ‘ the progress of improvement.’^^ 
Mr. Dalton’s remarks on the matter are also worth quoting: ^ Rome 
writers, including J. S. Mill have thought of 0 in relation to 
any given area, as constant through time. No competent modern 
Kconomist holds this view.’ Ihit there is still a tendency to sup- 
pose that though 0 is variable, it is less variable than A. In 
gmieral, the truth is exactly ihe reverse. 0 is by nature more sen- 
siiive than A to changes in its economic environment. This is 


35 Book IV, Chapter VI, Section 2. 

36 Theories y etc., p. 182. 

37 KobbinB, Essay, p. 111. 
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most obviously true of lur^e and sudden olianges. 0 mny rise very 
rapidly in poriodvS of rapid eeonomic progress and fall sbarjdy and 
suddenly as ihe result of Avar and other E(‘f)nomic shocks and 
dislocations.^ 

The Neo-Malthusian Fear of the Devil of Over-Populatioii| a Super- 
stition. 

()ne nnj)()rtant conclusion that may Ix^ drawn from iluvse k*- 
marks of the ‘ Tx)ndon School ’ of Economists, is that we need 
not be afraid of the deAul ^ disclosed by ’ Malthus. He (*an always 
be driven away by lnan^s healthy activities in the economic sphere. 

11. Difficulties in the Practical Application of the ‘ Optimum ’ 
Principle. 

To complete the exposition of tliis Econotnir ' rrincii»le of 
Population,’ Ave have to take note of souk' (litticulti(\s in its apjdi- 
cation to practical afVairs. Both the orij>'inator and his loyal 
disciples have called our attention to them. Tims Prof. ( annaii 
says, ^ Great caution must be exercised in applyin<> tlie idea of a 
point of maximum return to the question of what is the most 
desirable population.’ In the first place» it is very important not 
to fall into the error of supposing- that tin* j)oint of Maximum 
return remains ])ermanently fixed. This matter has been dealt 
Avith in the last section. One effect of this is: Mt is quite ])ossible 
that the Avorld was over-populated in some past a^e Avhon there 
Avas not a tithe of the jn^esent number of ]KH)ple on the ^lobe, and 
that all the same it is not over-])opulated iioav because, 
the ])oint of maximum return might have been shift(Hl in the mean- 
time. 

^ Se'condly/ Avrites Cannan, ‘ we must remember that popula- 

38 Dalton’s Essay, p. 87, 

39 Wealth, pp. 59-60. 

40 Jb. 
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tion is not so agile in. its movements as to be able to follow every 
slutting of the jioiiit of imixiiniim return immediately ’ (p. 60). 
This is in direct variance witli Maltlius’ second principle— that 
l)opulation invariably increases when the means of subsistence in- 
creases. On the other hand, mal-adjustment of population to pro- 
duction is always j)ossible. It follows, therefore, that it is use- 
less to condemn the population of any one i)oint of time as too 
great or too small simply because if it wore smaller or larger the 
returns to industry would be greater at that time. The population 
of any moment is de])ondent for its magnitude on the population 
of the |)ast, and will in its return ahect the p'opulation of the 
future . . . .We have to treat the ideal or optimum in regard to 
]K)]uilation as being the right movement (i.e., increase or de- 
crease) of population rather than define it in reference to om' 
liarticulai' [)oint of time (p. 61). In these sentences, Profes- 
sor Caiman warns us against the so])hisius of Malthus and his 
followers who have based their (‘onclusions on the narrow ex- 
perience of iheir own times. Population and production are 
dyrytmic processes and the staiic conception of them, for which 
the English classical economists are largely res})onsible, must 
needs b(» erroneous. 

‘ Thirdly, the general population theory should not be rashly 
aj)plied to national or other local or tribal subdivisions of man- 
kind. Of course it could be api)lied without any modification 
at all to a subdivision which was entirely isolated from all others, 
but in so far as movement of men and goods is possible between 
a subdivision and the outside world, it must take its share in 
the effects of the general movements ’ (pp. 61-62). In other 
words, tlie population problem has to be viewed as a world 
problem. Unfortunately, the Neo- Malthusian school is unable to 
take such a broad view of the question. For example, Mr. Wright 
devotes one chapter of his book to what he calls, ^ International 
Population Problems/ But in it, he discusses the population 
problem only as it is found in each one of the big countries ot 
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the world scquiratcly. He does not eiivisajj^e the matter as one 
integral problem afVecting the world as a whole. 

The merit of the new scdiool consists in its adopting the latter 
point of view. For example, Dalton has said : ‘ the present geo- 
grai)hical distribution of the world’s j/opiilation is in many re- 
s])ecls uneconomic and even when all rtdevaiit objections have be^m 
fully taken into account, there are ninny substantial migrations 
which it would be desirable to organise or stimulate. 

12. One ^ Negative ’ inference from the Discussion and its 
Practical Value. 

We may bring the exposition of the new theory to a close 
by calling attention to an ‘ important negative jHoposition ’ as 
Mr. Dalton calls it, viz., ‘ there is no ground for supposing that 
under modern conditions at any rate * the jday of economic forces 
tends as a general rule to remove mal-adjustment of nuunbers and 
to equate actual members even a])proximately to the ()[)timism. 

' natural harmony can be presumed in this matter ’ (p. 4-4). 
We may therefore deduce a po-uhre conclusion from this. ‘ Our 
practical aim must be a harmony deliberately contrived. It i'^ 
obvious that A may be controlled to some (‘xtent by (b‘liberatt‘ 
policy especially as regards the number of new births and as 
regards migration. It is less obvious but true that A also may be 
influenced in the future ))y pr(‘sent ]>olicy ’ (p. 45). 

It may also be added that as this policy must necessarily 
take a long time to show its effects, we should in the meantime, 
also take steps to improve the productive organization so as to 
make the ‘ optimum ’ approach tin* actual innn1)ers. This is 
quite possible, for, as we have seen befon*, the o])tiinum rises 
verv’ rapidly in periods of rapid economic progress.^ 

41 Dalton’s Essay, p. 46. 

42 See Seirtioii 10. 



DEVELOPMENT IN THE POPULATION THEORY 


439 


13. Suinmary. 

The problem of population presents two aspects to the 
economist. There is first the question of the causes that deter- 
mine the size of populaiion and secondly that of the effect of the 
])()pulation on economic welfare. Malthus was mainly concerned 
with the former. He had only a very vague idea of the later 
question. Mill had a better idea of it, but his erroneous con- 
c(‘ption of ihe Law of Diminishing Ketiirns and Agriculture pre- 
vented him from finding a satisfactory solution for it. His 
followers have fared no better. Tt is to Professor Oannan and his 
disci])les Robbins and Dalton tha^ Ave owe a fairly accurate answer. 
It is coniained in what is called ^ tbe optimum theory ’ or 
optimum density theory ’ of ])opnlation and what may be 
1 letter (*alled ihc eanunnir ‘ jirinciple of population.’ It states 
that there i ; foi* every c‘ountry at a i>articular time an optimum 
number and that any variation from it is economically dis- 
a<lvantag(‘ous. This ^ o])timum ’ is closely dependent on the 

economic eindronment. (Changes in the one will lead to changes 
ill Ihe other. Any divergen(*e from the optimum Is a inal-adjnsU 
Such a m a 1-adjust merit can be remedied on the one hand 
by limiting the growth of actual population and on the other by 
inquoA’ing the ec'onomic organization of the community. 

14« Conclusion. 

I should have very much liked to apply this doctrine to the 
problem of India’s ])opulation. Rut as I have already greatly 
exceeded the lin it imposed on us by our secretary, I have to give 

up the task. If the Conference should so decide, I shall 

be glad to go into the question at our next meeting. Failing 

that, it may perhaps be jiossible for me to discuss it in the pages 
of our journal. 


P. 17 



THE ECONOMICS OF POPULATION— THE 
OPTIMUM THEORY 

BT 
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Sri Maiiuikshi College^ C hidamberam, 

SUMMARY 

The paper examiiiies the criticisms urged against Malthus and 
Mill and the neo-idassical economists by those of the London 
School and points out how the Optimum Theory falls far short of 
the claims set up on its behalf by Mr. Robbins. 


The Economists of the Tiondon School in particular Mr. Lionel 
Robbins and Dr. Dalton have sought to show that economic 
thought on the theorA* of population was confused and unsidentiflc 
until Prof. Cannan stated the theory which has come to be knowui 
as the Optimum Theory. Mr. Robbins repeats the criticisms urg- 
ed by Prof. Oannan against Malthus and Mill, and tells us that 
Sidgwi(‘k had an occasional glimpse of the truth, though he also 
belongs to the dark ages with Malthus and the Classics and 
their fodder maxima.”^ The publication of (Jannan^s ‘ clear and 
straightfor^^ard * theory made no difference to Marshall. ^ Though 
Professor Carver and Mr. Harold Wright still persist in using the 
older terminology,^ and (‘ven Prof. Carr-Saunders whose books 
have perhaps done more than anything else to popularise the 


1 London Exftays in Eronomicfi, p. 114. 

2 7b., p. 116. 

3/b., p. 119. 
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(optimum) theory ” still retains some of the dead wood of ear- 
lier discussion,” yet, Mr. Robbins finds it “ fairly safe to say 
that now-a-days this theory is pretty generally accepted.”^ Dr. 
Dalton’s Paper in Economica (March, 1928) is less polemic 
and deals with the difficulties in the application of the optimum 
theory to practical questions and to the detection and measure- 
ment of tlie i)henomena of over-population and under-population. 
Our object in this paper is to study the specific contributions 
made by the new theory and incidentally to see how far the attack 
on the classical and neo-classical writers briefly referred to above 
is justified. 

First let us consider the objections to Malthus. Prof. Cannan 
has said — “ The question of ]H)i)uiation with Malthus was not, 
as it is with us a (piestion of density of population and productive- 
ness of industry, but a question about the comparative rapidity 
of the increase of pojmlation and of the increase of the annual 
produce of food. ”5 He has also affirmed that the Theory of Popu- 
lation w’as not based on the Law of Diminishing Returns until 
Mill expounded it in his Principles. Mr. Robbins has echoed these 
criticisms.^ The second criticism may be taken up first. If we 
direct our attention not to the name of the Law of Diminishing 
Returns but to its real substance, it is hard to understand the 
theory of Malthus in any sense that does not imply a grasp of the 
tendency to diminishing returns in agriculture. F^ven his cele- 
brafed contrast betw’een the geometrical and arithmetical ratios 
in which population and subsistence increase cannot be understood 
on any other basis. As Marshall has pointed out, it was his way 
of stating the substance of the law as it applied, in his opinion, 
to his country in his generation. Doubled labour might give 
doubled produce: but quadrupled labour would hardly treble it: 


4/6., p. 119. 

5 Theories of Production and Distrihutiony p. 138, 

6 London Essaysy pp. 140 — 6. 
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ocliipled labour would uol quadruple This statement is the 

iouudation of his whole theory; it is of eouise open to any one 
either to understaud tJiis as implying a giasp of the substantial 
part of the Law of Diminishing Ueturus or to deny him such know- 
ledge because he does not use the modern name of the law.. Hut 
this is not all. Hrof. Caniiau himself has stated: “ Alaltlius ina \ , 
perhaps, display some inkling of it (the lanv of Diminishing 
Keturns) h(*re and theie in the tirst edition. In the second he 
certainly uses one of the priucij>al ideas on whicdi it is l)ased as 
an incidental and subsidiary argument. In the later tMlitions its 
existence is freqmmtly recognised.’'® 

The other statement about Malthus is pert(ctly tine. As 
Mr. Dobbins says, “ tlier(‘ is no « vidence tliat he ever thought of 
returns per head in tin* modern .sens(‘.” II(‘ ((Mtainly vitwv(‘d tlu' 
question as a problem oi tood-supply in the (‘X])osition of the 
thooiy, especially in the tirst edition of his A’.v.sv///. But then it 
should be remembeHMl that th(» argument as it originally clevtdoj)- 
ed in his mind was inttunh d as an ex])osition of the obstacles to 
the perfectibility of >oci(‘<y. In the lat<n* (‘ditions even wln*n this 
argument agaiiiNt j eitc( tibility lect ded to the background and 
Malthus got iutere.''ted in the Mil)j<»ct tor itself, he rt‘tained tlie 
framework of his argument as it was originally cnnceivt‘d by him. 
But that does not nnnni tliat Malthus was totally ignorant of the 
broader econoniie aspects of the pojmlation ]jrol)h in in its nda- 
tion to general widfare. TI(* wrote tor instance — “ In most 
countries, among the l(,w(‘r classes of peo])l(*, tlnu’e a] p(*ars to l>(‘ 
soin<*thing like a standard of wnq< hedm‘ss, a point below whicli 
they will not contiiUK^ to marry and propagate* their sp(‘ci(‘s. This 
standard is dift'er(‘nt in ditVerent count ri(*s and is formed l)y 
various concinring circumstances of soil, climate, government, 
<legre(» of knowledge and civilisation, etc. Tin* princijial circum- 


7 Mjirslinli, JWinniilcrS, p. 17U, riole 1. 

8 Theories, j>. 141. 
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fcitaiu e.s wliicli contribute to raise it are liberty, security of property, 
tile ditlusion of knowledge' and a taste for the conveniences and 
comforts of life.”^ In lact carelul leading of the last book of 
tbe later editions of tbe Essay will convince any one of wbat Prof. 
Carver lias culled ‘ tlie inlierent optimism of Malthusianism.’^^ 
Even though Malthas devoted the bulk of his essay to a considera- 
tion of the problem of poi)olation in relation to food-sui)])ly, he 
look care to say wiih some emphasis iha^ “ The desirable thing, 
with a- view io the liajypiness of the common people, seems to be 
that their habitual food should be dear, and their wages regulated 
by it ” and he passionately opposed measures calculated to lower 
standards with a view to jironioting foreign trade. In all this 
Mall bus pointed the way to the Economics of Welfare more clearly 
than any other writt*r of Ids time. Certainly the problem of 
j)opulation is not merely a problem of food-siij ]>ly ; and Mallhiis 
kn(‘W that, lint the problem of loo(l-su])ply is not so negligible 
taken by itself and in Malthus’ time it gave him more room for 
anxious thinking than it jierhaps does to us in our day; though 
even now a]»])r('lnuision of possible over-population a century or 
mor(‘ lienee, in relation to the su])p]y of food that is likely to be 
tlien available', is not altogether unknown. (renerally speaking, 
the optimism of the present time is based on some factors that are 
new. (/oiidilions of world-trade with the prevailing facilities of rapid 
trans])ort a])|iear to have removed all visible limits to the growth 
of ])0]mlati(m in any particular country taken by itself. Statistical 
studies relating to inoft' advanced countries suggest the possibility 
that the growth of jiopulatioii is a ‘ biologically self -regulating 
proct'ss ’ ; at any rate that the rate of inc rease tends to grow 
smaller as jiopiilation increases. g^ame time it may be 

9 E.v,sy///, Bk. lY, Ch. IX. 

10 Di.^trihutio7i, p. 178. 

11 See, e.y., Marshall, Principles, 180, n. 1 ; and Carr- Saunders, Population, p. 68. 

12 Ynlc, Growth of Popvlatioti, Journal of the Royal Statistical Society, Jan., 
Jan., 1926. 
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that this uptimisui is groundless and that ‘‘ unfortunately for the 
human race the essential validity of the Malthusian principle of 
l)opulation is not destroyed by the substitution of an accurate 
account of the growth of food-supply for the fallacious arithmetical 
ratio/ 

Mi*. Robbins however despises this way of looking at the 
question bt^caiise in his opinion it is based on the Law of Diminish- 
ing; Returns in Agriculture which has now collapsed in its dyna- 
mic aspect. As has been obser\^ed by Marshall, Ricardo’s critics 
are rig*ht in j)ointing; out that he underrated the indirect advan- 
tages which a growing population offers to agriculture. But it 
will not be easy to substantiate Mr. Robbins’ criticism of ‘ the 
Ricardians/ viz. — From the fact that if, at any time, the popu- 
lation exceeds a certain definite size, the additional work it is able 
to do will not be commeiisurately productive, they quite illegitimate- 
ly inferred that, as population actually grows, so the return to 
its efforts must diminish. The inference is surely legitimate 
other things being equal, though not otherwise. And one doubts 
if Mr. Robbins is serious when he permits himself to say: ‘‘ From 
the histiores raisonees of Ricardo and West, it would be quite 
justifiable to infer that, once the world was ])opulated at all, any 
increase in population was a disadvantage — at any rate, so far as 
agriculture was concerned. Even from an economic point of 
view, the advent of Eve was a misfortune! But the real point 
urged by Mr. Robbins however lies elsewhere. He not only op- 
poses the view that returns necessarily diminish with the growth 
of numbers which he ascribes to the Ricardians, but he demies the 
existence of a tendemcy to dimini.shing returns in agriculture in 
any sense in which it is not present in manufacture. And this is 
the reason why he refuses to attach any importance to the question 

13 Quote — Carr-Rauuderfi, Population, p. 24. 

1^ Principles, p. 165. 

15 London Essays, p. 108. 

161b. 
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of food-supply taken by itself. In this, as generally, he follows 
and expounds Prof. Cannan’s views. 

Prof. Cannan tosses aside the usual contrast between agricul- 
ture and manufactures by saying — Turgot’s law is just as true 
of manufactures as of agriculture. At any given time (or if the 
reader prefers, circumstances remaining unchanged) increase of 
labour up to a certain point is attended by increasing proportionate 
returns (called for short increasing returns) and beyond that 
point further increase of labour is attended by diminishing propor- 
tionate returns (called for short diminishing returns). Mankind 
cannot produce an unlimited amount of calico any more than an 
unlimited amount of wheat ” and so on. Prof. Cannan also 
asserts: ‘‘The most we can say in contrasting agriculture and 
manufacture is that the advantages of ])roducing a large aggre- 
gate quantity and therefore the advantages of a larger population 
to produce and consume the large (juantity are more obvious in 
manufacture than in agriculture. If it is only a question of 
the advantages of a large jmpulation being more obvious in the 
one case than in other, there cannot be the least doubt that the 
economic contrast between agriculture and manufactures is wrong. 
But if, on the other hand, a large population creates difficult prob- 
lems of food-supply at the same time that it makes possible large- 
scale manufactures and the economies attendant on them, then 
indeed the contrast must retain a fundamental place in any sys- 
tematic analysis of economic principles. It is not easy to under- 
stand what Prof. Cannan means by his rhetorical statement about 
mankind and unlimited amounts of calico and wheat. This way of 
stating the matter obscures the issue considerably. Those who 
differ from Prof. Cannan hold that with a growing population, it 
is found, other things being Cijual, that it becomes increasingly 
more difficult to produce, the necessary supply of foodstuffs and raw- 
materials while it generally becomes easier to supply manufactured 


17 Wealth, pp. 67—9. 



446 


K. A. NILAKANTA SASTRI 


»‘ootIs. Tht*y also leel that improvoinents in agriculture and 
extractive iiuliistry have as a luatier of fact not been commen- 
surate with progress in manufactures. They further assume that 
the future is not likely to be very dift'erent from the ])a8t in this 
respect. l*rot. C-arver who has done most to extend the applica- 
tion of the Law’ of Diminishing lieturns states the position thus: 
“ ill the manufacturing of any article, more labour and ca])ital 
( ould 1 h‘ (‘oncentiated u])on a given piec e of land before the l^iiw 
of Diminishing* Keturiis begins to be emumntered than could bo 
used on the same land in the grow ing of most (‘]*o])s.” In oth<‘r 
words, to tind agiicultural employment feu* a givtui number of 
])ersons you want niu(*h more land than to tMnj)Ioy them in anv 
manufacturt' ; and tin* land lliat is available* fe)r all uses is limited. 
It may be held that this ne‘ed not always be* se), and that agricuL 
ture in future* may so elevtdop as te) give* se‘e)pe for as concerntrate'd 
an em]de)yme nt e)t labour anel ca| ital as is now furnishenl by 
manufactures and tlnui the* whole* basis e)f the of Diminishing 

Returns as a])plie*d te) agriculture will give* way. But the .su])|)e)si- 
tie)n involved in the* argume*nt is te)e) remote* te) be e)f int(*rest )imler 
])r(^sent eonditie)ns, Anel till that sii])])OMtion niate*rialises the 
stateinemt eif Pre)f. ( aiinan that “ if we* measure* n*turns fioni the* 
starting j)oint e>f niJ suggested by Ihe histe)rical ])rogress of pe)pu- 
lation and assume*d by ^lalthus, \Ve\st and Itiearde) in 1814, wu* 
can say that in both agrie ulture and manufae ture* re*turns increase 
up to a certain pe)int, and be*ye)nel that poird they decrease* — this 
statement, in spite of its logie*al ee)rre*ctness, must be takem to 
slur over the main ditTerenee betwe»en agrieulteire* anel manufae*- 
ture by failing to re*late te) human welfare* the* point be*ye)nd which 
n*tui*ns begin to diminish in e»ither case. Bar more* re*len’ant is 
Prof. rarr-Saundeu's wdien he wuite's: ‘‘industry is so re*spon.sive 
te) division of labour and mass ])roduction that it is the ineTeasing 
cost of food rathew than decre*asing retunis to inelustry that is 
like*ly to give the wdiole .situation an unfavourable aspect.”^® 


18 Population, p. 80 . 
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Mill evinced in his discussion of poj)ulatioii a very clear grasp 
of the relations between population and the progress of agriculture 
and the arts. Jle did not us(^ the term ‘ optimum * but it has 
been suggested that he “ was the father, if not the actual chris- 
tener, of the Optimum Theory of Population/ Mr. Robbins 
is not prepared to concede this; but the question of priority may 
be left on one side. Mr. Robbins seems liowever to hold also thai 
Mill \Vas essentially wrong in his concej)tion of the relation of 
po])ulation to economic progress. Says Mr. Robbins: he has no 
id(»a of an improvement Avhich will make an increase in numbers 
desirable^ or which cannot come about without an increase in 
numbers.’’ Again, Mill’s optimum was fixed once and for all, 
and is unaffected by any improvement whatever ”20 and this is 
sought io be ('slablislied hy representing Mill as saying something 
h(^ did not say. The genei'al trend of Mill’s argument in Book I, 
('ll!. XTII, section 2 is that owing to diminishing returns in agri- 
cuUnie, and owing to the rate at which population can increase if 
it is not restrained, there is need for rc'straint being exercised at 
all stages of civilisation, except the very lowest. Towards the 
end of the section he makes an apidication of this argument to 
the case of England after the Industrial Revolution. He states 
the o])inion that even the great mechanical inventions of Watt, 
Arkwright and their contemporaries had only just increased 
‘ the return to labour as fast as the population ’ because 
of Ihe ^ inherent power of multiplication in the human 
species ’ and winds up his argument by more general 
considerations to the c'ffect ihat in all stages of civilisation, 
if thc're had been more restraint than there actually was 
on the growth of population, ‘ the new ground wr\ing from 
nature by the improvments would not have all beem used up in the 
su])port of mere numbers,’ and ^ there would have been a greater 


19 LomUm E/^says, p. 109. 

20 Sc‘o ala(» Ecovowira , Msirrli, 1029, p. 37, 
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produce per head of <he pojiulation.’ Mill in other words hold, he 
may be right or wrong on the question of fact, that practically 
speaking, in all periods and countries known to history, over^ 
population was ever j)revsent either actually or as an imminent 
possibility, which is (luite different from implying what Mr. Rob- 
bins understands Mill as implying, viz., that “ the railways, the 
telegraphs and the change s in ocean transports, which were being 
introduced just when the Principle.^ were being written, would have 
been possible with a ])()])uhition stationary since a ‘ very ' or 
‘ rather ’ early stage in history ! ’’ Mill's meaning is to be gather, 
ed very clearly from his statements: “ Whether, at the present 
day or at any otlier times the produce of industry j)roportionally 
to the labour em])loy(d, is increasing or diminishing, and the 
average condition of the peoj)le imi)r()ving or deteriorating, 
depends upon whether population is advancing faster than improve- 
ment, or improvement than population.” ” Improvement must 
here he understood in a wide sense, including not only new indus- 
trial inventions, or cn (extended use of those already known, bui 
improvements in institutions, education, o]nnions and human 
affairs generally, jjrovided they tend, as almost all improvements 
do, to give new motives or new facilities to production.” ” As 
a matter of taci, at some periods the progress of population has 
been the more rapid of the two, at others that of im])rovement.” 
” But though improvement may during a certain space of time 
ke(»p up with, or (weri surpass, the actual increase* of population, 
it assuredly nev(*r cones up to the rate of increase of which 
population is caj)al)le.” It (annot lie doubted that Mill knew dear- 
ly the interaction between numbers and improvement, though he 
did not speak of the point of maximum return and the optimum 
number. And it may be noted that, after all, the optimum is the 
most desirable number from the jioint of view of return per head 
of population; and Mill certainly knew that this number d«»pends 
on and varies with the progress of ' improvements ' instead of 
being ‘ fixed once and for all.' 
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After all the real test of any coiice])t in a social science is 
the extent to which it serves as an aid in the analysis of practical 
questions. We shall do well to see how the idea of the optimum 
fares under this test. Moderate advocates of the idea like Prof. 
Carr-Saunders do not imply that the coiicej)! is anything more 
than a carrying forward to a higher stage of clear quantita- 
tive statement of ideas that were not altogether unknown to the 
older economists but were stated by them in the rather vague 
and general way in which they stated all the truths of economic 
science. Thus the distinciion between the theoretically possible 
increase, tlie actually j)OMsible increase and the desirable increase, 
and the m(‘asurenient of ihe deviation of the actual increase from 
the desirable increase in the light of the changes in real income 
per capita of the ])opulation, all constitute only a more precise 
formulation, a crvsiallisaiion, so to say, of idt as till recamtly held 
in solution. Mr. Carr-Saunders thinks that a historical investiga- 
tion of the (|uesiion warrants the conclusion ihat ])opulation has 
always fallen short of the a(*tiially possible increase (by which he 
means tlie increase that could be maintained, but only just main- 
tained) and always approached the desirable increase (optimum), 
so that according to him standards have been continuously rising. 
Whatever the validity of the conclusion he draws from the histo- 
rical study, 21 it is clear that he retains the Malthusian view of the 
population problem as a problem of food-su])ply and relates it to 
the optimum theory which gives a definite exi)ression to the prob- 
lem as it has taken shai)e under modern conditions. And it may 
be well to remember that there are yet countries where there is no 
standard much higher than a rather low level of subsistence and 
where (as in India or Oliina) the structure of society is simple 
and the standard of life cajiable of almost infinite degradation 
without destruction of the social order.”22 


21 Of., para 13 of Dr. Daltoirs Paper in Economica y March, ’28, p. 44. 

22 D. H. llobertson, Economica, Vol. Ill, p. 203. 
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Hut iJr. Itohbius will have iiothiiio- to do with iliis ‘ fodder 
inaxiimiin ' and Dr. Dalton thinks that the theory of jxjpulaiion, 
as it has been understood so fur, ‘ even when it looks its best, 
still looks intellectually untidy ^ and proc'eetls to eoiistruet a for- 
mula which, while it looks neat enough, does not i:s will ])resently 
appear, take us vt*ry far. Mr. Robbins has pointed out very ch’arly 
that the oj)tinuini point (auinot be posiulated without a whole host 
of static assumptions including constancy of such factors as the 
amount and distribution of capital, the economic (pnility of the 
labourer and the degree of his willingness to work, even the de- 
mand for particular commodities. There is no ‘ other factor ^ in 
the complex economic life of a community, which we do not assume 
to be unchanging when we ])ostulaie the (\\'ist(‘nce of our o])ti- 
mum/'23 result is that no definite stat(un(‘nts can be made as 
to the rtdation in which the actual niimlxus at any iitiie stand with 
reiereiice to tlie optimam, Mr. Rohhiiis says: “ Tlu‘ formulation 
of the Optimum 'rheorv is a definite^ advance in kn<)wledg(». It en- 
ables U'^ to under'^tand ])othetically tin* influence of mnnlx'rs on 
production. It enabh*s us lo nd'ute c(‘rtaiii pofuilar eirois 
Avhich l(X)ks ratlu'r tam(‘ afttu- tlic vigorous criticism of the gn»at 
economists wlio lived htfore the enlightenment ol the ()])tim im 
rh(X)ry. And ])i'. Dalton defino the o]>timuin |'(»pulati()n ‘‘ as 
that which giv(*.s tin* Tiiaximum income per head ” and as often 
lia[>])(*iis in su(*li cases, tlu' steps ])y which the didinition is arrived 
at are inhnitfdy »nore i]istructiv(‘ tlian th(‘ coiicliision to v\hich tln‘y 
lead. He tlnui jiioposes to measure th(‘ dc^gn'e of malatljustnient 

(Mj by the ratio where A is the act lul ami D (he o[)liiniini 

population. Tln^ tlnoiy of tin* chdenninunts of 0 as (*xpoundod 
by Drof. (aiinan is thus summed uj> by Dr. Dalton: “ is <l(‘t(*r- 
miued, tor any ar(‘a, by Ww interplay, iimh'r tlie infiueiice of hy- 
pothetically changing numlxus, of two factors, natural resources 
]x‘r head and iaciliti{\s tor economic eo-ojxuation, including 

23 Lamloii Et-wtjii, p, 

24 lb.. |i. m. 
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co-operatioii with the inhabitants ot other areas. As A increases 
hyi)()tlieti(*,ally Ironi Zero up to O, the first factor diminishes, but 
the second increase^ and outweighs it; as A increases hypothetic 
(‘ally beyond 0, the first factor continues to diminish and outweighs 
any further increases in the second.’^ In what way does this 
statdne^nt (HtVer, (xc(‘.}d in its form, from the ^neo-classical^ 
statements that uj) to certain stage increasing numbers are desir 
able, that is, so long as diminishing riturns in agriculture and 
('xtractive industrie^s do not begin to act so sharply as ehtiredy to 
counteract and outweigh tlu' advantages of increasing returns in 
niannfa(dur(‘ ; and that, beyond that stage, incTease in numbers 
results in ()verj)o])ulation.25 The new theory groups together the 
rlbiiinishing returns in extractive industries under the phrase 
‘ natural resources per head,’ and the rest (manufacture and 
commerce) under “ facilities for (economic co-operation, including 
co-o])eiaiion with the inhabitants of other areas.” But this is, 
as will 1)0 seen, th(' static determination of O. The difficulties of 
th(' calculation of O under dynamic conditions which are alone real 
are wry great, and Dr. Dalton sets them forth fully in para 12 of 
liis Pa])er, and we are led to the conclusion that to many questions, 
“ more than oiu' reasonable answer is often possible, and more 
than one exact coiUie])tion of tlic optimum is, then^fore, tenable, 
according to the j u]])ose of the i-articular investigations we con- 
ttunplate.” Thus the whole eoncaqitioii of optimum seems to lack 
tlu^ (h^fimteness and ju'ecision which seems to be ])romised to us 
wh(Ui l^Ir. Bobbins finds fault with Mill for being dimly aware of 
' (in optimum ’ which is not ‘ the optimum of modern theory.*^ 
In no way discouraged by this diiliculty in the ]>ractic*al applica- 
tions of the optimum coiice])t, Dr, Dalton proceeds to suggest a 
])()sitive ])olicy and says: “ If the magnitude of A at some future 
dat(‘ can bo approximately forecasted, a programme of economic 


2S5 r//., Carr*Saunderp, Poimlation, pp. 30-1. 
26 London Easayff, p* HI. 
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development can be planned now, which will bring O nearer to 
A at that date than if we go forward blindly/' How this is to be 
attempted with any chance of Nuceess, so long as (> is so incon- 
stant and intangible as it is, w’e are not told. Dr. Dalton's dis- 
cussion of the more pnictical issues of migration, age distribution 
of labourers, birth control, family allowances, and the effects of 
changes in distribution of income on j roductivity, though it is 
conducted with the aid of the new symbols, proceeds along the 
high-roads of neo-classical economics. 



PENDING PPOBLEMS OF INDIAN PUBLIC 
FINANCE 


BY 

T. K. Shahani, 


Justice is our Arbiter. 

Tho close relationship l)otween E(‘onoinir8 and Politics Ss, 
perhaps, nowhere tndti'r illustrated than in ihe Science of Public 
Finance, it has 1o take the fullest account of socio-economic condi- 
tions prevailing* in the unit of society to which the system bo- 
long's; and any inditference to real changes in those conditions 
sooner or later throws the financial system so much out of joint 
as to render it odious, unbearable and even responsible for revolu- 
tions that topple down the body-politic itself. This may sound as 
a mere truism, though, it is a fact, that different countries have 
from time to time needed forcible reminders of this self-evident 
truth ; and only a timely adjustment of the financial system to the 
prevailing economic and political order has averted the impending 
catastrophe. One cannot help thinking that Indian statesmanship 
at this juncture needs all the far-sightedness, the depth of view 
and the courage to put the financial system of the country in ab- 
solute harmony with our socio-economic conditions evolved by a 
century of peace and effective government in India ; and this har- 
monisation again, is possible only if utmost regard is paid to the 
canon of justice in the forming of the tax system in the country. 
Justice is proudly upheld as the fundamental principle of the 
British Government in India; and all that the theorist in public 
finance now asks is the extension of the application of this prin- 
ciple of justice to the financial system of India, admittedly the 
ful(Tum of the entire machinery of the Indian Government. This 
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Pa]>er proposes to examine the o])eration of the principle of justice 
in our })reseiit-(lay financial system in two distinct parts : 
(a) Central and Provincial financial relations the Tax-1 urisdic- 
tion in India with incidental reference to the exceedinc^ly de- 
fective application of the fa<*ulty (ability to pay) theory in India; 
(1)) the (Vntial Exche(|ner and the Indian State subjects. Rear- 
ing in mind the limitations of s])ace imposed on Papers offered 
at this (\mferen(‘e the writer has to be content with a very brief 
treatment of the subject. 

(A) CkXTKAI. VNI) pKOViXCfVL SvsTKMS OK TAXATION TN I NOT \ 
or THK Phohlilm ok tok TAx-)riasi)i(rrioN. 

(i) Segregation of sources of revenue the right i)rincij)le : 
the only jnaise-worthy part of the prCvsent sysbuii. 

Lord Mayo’s (jovernment in 1871 simply faced the ine^itable 
when th(*y took the initial step towards decentralising Imlian 
Finance and Administration by making the J*rovin(*es not iiktc 
agents but subordinate partners in the (Jovernment of the country. 
Ivocalism in the shajic of a Provin<‘c or a State had been always 
there in the country; and the subject population in the greater 
j)art of the country was not ipiitc unfamiliar witli a vague idea of 
an over-lord at Delhi besides tln‘ immediate lord. Attem})ts at 
thorough centralisation had never been successful in the past for 
one reason or another; and Hritish statesmanship tra^litionally link- 
ed wfth sound finance found in financial slriirgency th(» immediate 
occasion for departing from an untenable position. Su(‘cessive 
stages of fairly quickemd frroce.ss of financial, legislative and ad- 
ministrative decentralisation gave the Provinces a political status 
and (mtity of their own — not far .short of snlistantial and indispen- 
sable partnership in the scheme of Ooveunment ; and though in 
sonie eases absolute homogeneity of race', religion and language 
was not quite visible, a fair share of identity of int(‘rests and a 
pretty long period of conformity to the recjuirements of adminis- 
tration had gradually familiarised them with a sense of Provincial 
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patriotism that now took the place of old attachment to the proces- 
sion of fleeting* dynasties. When the Moiitagn-Ohelmsford Scheme 
courageously gave the Province a position in government almost 
analogous to the constituent parts of a federation, the Province had 
really already reached that state of growth where, within the 
orbit allocated to it for its functions, it could not have been con- 
veniently held in leading strings any more by any aged mother. 
Further, with the true instinct and long-cherished tradition of the 
Englishman identifying freedom with the right to grant taxes, 
the framers of the Act of 1919 so devised the financial scheme for 
the Provinces as to free them from dependence on any extraneous 
lK)dy but to fix the responsibility of the Provincial Governments 
to their own tax-])ayer through the regular machinery of a self- 
contained budgetary arrangement. If in the I>ocal Self-Govern- 
ment the citizen had already found an expression of autonomy in 
a comparatively modcvst sphere of homely functions, the Provincial 
Government was meant to unfold to the citizen a far larger and 
more stimulating sphere of governmental activities in which his 
power of voting supplies would impart to him all the consciousness 
of active participation in the Government of an autonomous state. 
It may now be a fashion to decry the Montagu scheme. Provin- 
cial Governments like Bombay in their desparate plight of finan- 
cial stringency like to call the device of clean-cut tax jurisdiction 
‘ theoretic,’ " academic ’ ‘ sentimental/ etc., etc. This is doing 
very scant justice to the laudable intentions of the statesmanship 
of the day that bore in mind the political evolution of the Province 
and further proposed to elevate it to the position of almost a 
sovereign state where Parliamentary, i.e., responsible government 
may be acclimatized at least partly through the vehicle of public 
finance by making the power of voting supplies the arbiter of the 
fate of the Provincial Government. In such an arrangement there 
could be really no room either for assignment of revenue from one 
Government to another for a division oi the yield of revenue under 
any head or heads, as the intention was to make each sphere of 
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G-ovemment live within its own, making additions or alterations 
within its own allocated field — and only by the agreement of its own 
legislature. Provincial contributions were indeed, a weak spot 
in the arrangement which had to go at he earliest opportunity. 
Por the rest the ai)plicaiion of the principle of Segregation of 
sources of revenue was perfectly sound, as it was the most under- 
standable way of making a genuine attempt to transplant the dis- 
tinguishing features of English Parliamentary Government in the 
Indian Provinces. If the social, j^olitical and administrative 
growth of the country made either a return to the old centralised 
unitary form of Government impossible or the avoidance of fric- 
tion and sense of dependence incumbent, complete financial auto- 
nomy for the Province in general was a very essential part of the 
scheme. It behoves us to a])])raise the scheme most impartially and 
give the lecognition it deserves. 

The persistent demand of the Government of Bombay for a 
half-and-half division in the yield of income-tax and super-tax 
gathered by the Central Goveniment from the Bombay Presidency 
seems to be slavishly based on Prof. Seligman\s theories which 
advocate the collection of all Income-tax, Inheritance-tax and Cor- 
poration-tax by the Central Government because of administra- 
tive convenience and the difficulty of localising these burdens. 
Indian conditions do not really offer the same difficulties. Besides 
the political significance of the Provincial Financial autonomy 
which necessitates a self-contained budget adjustable only by the 
Provincial legislature and also serves as the best weapon of control 
over the Provincial Executive was never in the mind of Prof. Selig- 
man. Further, in the matter of the equitable division of the yield, 
acceptable to all Provinces, obviously, there are difficulties whirh 
have so far prevented Federal countries from having recourse to 
this device. 

(ii) When the scheme failed: Scant regard for justice — No 
provision for Adequacy of Revenue in relation to 
Functions performed. 
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While the grant of a self-contained budgetary arrangement 
in the Province was based on a sound principle, unfortunately, the 
details of the scheme of Financial Settlement, — obviously the result 
of hurried unscientific thought, paid little regard to the funda- 
mental principle of justice, — ^justice as between the Central Govern- 
ment and the new fully-statured IVovinces, and again, .justice as 
between one Province and another. The tale of the financial woe so 
often heard from ]%ngal, llombay and Pihar in the course of the 
last eight years might well have been avoided and the Dyarchical 
form of Provincial Government might not have been declared quite 
a failure in some provinces, if only a more careful note had been 
taken of the principle of justice in finance which would in its turn 
have easily shown the ways and means to handle satisfactorily all 
the difficulties likely 1o be met in working a scheme of federal 
finance in India. AVlnm in any country a centralised, unitary 
Government has given way to two fairly well-demarcated spheres 
of (xovernii^ent, each responsible for an allocated orbit of func- 
tions with the citizen\s welfare in both the spheres of Govern- 
ment as the goal, justice, in other words, sound Finance demands 
for the fulfilment of the functions of each sphere (a) Adequacy of 
revenue resources; (b) Administratively handy in this sense that 
each Government obtains revenues as far as possible out of its 
own orbit of functions. Justice and economy combined wu’ll be 
the distinguishing mark of such a scheme. The citizen’s tax-pay- 
ing capacity will then be tapped in such a manner as to bring 
about an equitable distribution of funds, — each sphere to get in 
proportion to what is expected of it in the matter of functions and 
that, again, as far as possible, accruing out of its own scope of 
governmental activity. Neither the starving of the one nor the 
glutting of the other would bo permissible under the operation of 
the joint action of the canons of Justice and Economy. Now a 
demarcation of functions like any other human contrivance ad- 
mits neither of finality nor of perfection. Possibly adjustments of 
improvements may take place from time to time. But a consensus 



458 


PROP. T. K. SHAHANI 


of oj)inion in stalos of similar coiiditions ha*s allotted to the Cen- 
tral Govtinmeiit functions that make for the safety the j)reserva- 
tion, the unity, integrity and homogeneity of the nation best illus- 
trated in its Defence, Foreign Delations, Fiscal Policy, Credit, 
Communications and the smoothing-down of inter-j)rovincial diffi- 
culties, — Icining for the Provinces a wide field for the discharge 
of developmental functions like Kducation, Health and Sanitation, 
Forest and Agricultural l^roduction. Justice with an eye to the 
nature of the fumdioii'* of each sphere would aceord to the Central 
Government absolute certainty of revenue cx)upled with a modest 
share ofelasfnitfj iu revenue, and to the Province a distinidlv more 
yenernus measure of elasticity of revenue to meet its necessarily 
expanding expenditure on nation-building functions. If we are 
forging to the front for peace and })rogress — intending to give man 
a fair share of his heiitage in the world l^rovincial 1 unctions like 
Edin ation, Health aiul Agriculture with all tin ir concomitants 
will need increasing expenditure, — productive in the best sense of 
the word, to be met out of some spontaneously and easily expand- 
ing head of revenue, largtdy derivable from the orbit of their own 
activities. This allocation of a highly elastic head of revenue to 
the Provinces is, however, not easily reconcilable with the claims 
of the Central GovtTiummt which though normally reckoning with 
a com])arativ(dy inelastic expenditure has always to keep in mind 
the question of emergency financing to meet the frontingency of 
a war. This contingency has sometimes so cruelly obsessed the 
imagination of tin* stat(*sincn to compel them to drain ev(*n normal- 
ly the he^t of the expanding sources of revenue into the Central 
Exche(|uer which wh(m embarrassed with unwarranted surpluses has 
recourse either to the centralisation of some provincial functions 
or to the disbursing of doles and making assignments of revenue 
[o the Provincial Kxclirqner. We in India have to see how best we 
lan ])reserv(' and improve ujxm the hard-earned ])osition of the prov- 
ince — politically and administratively — without letting the Central 
Government encroach u])on the Provincial funttions and at the 
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same time to see how l^est can keep our naticnal Sovereign State 
of India financially competent to discharge its necessary functions 
of safety, unity and integrity of the country including the im- 
pli(^ationa of exigency financiering called up hy a war. Assum- 
ing, then, that the present division of functions will not be disturb- 
ed and that for the Provincial sphere of functions a responsible 
representative government will operate, one may make an attempt 
to show how the errors of the last financial settlement may be recti- 
fied guaraiiteeiug adequacy of fund'; to hotli spheres based on cer- 
tainty of revenue and a moderate share of elasticity along wuth 
provision for emergency financiering in the ca.se of the Central 
Government and (c) a generoi.8 measure of elasticity of revenue 
for Provinces, each sphere of Government finding funds, as far as 
possible, out of the very orbit of functions it has to perform. 

(iii) The functions and the allocation of Heads of Revenue: 
(a) Central: E.rcise analysed. 

As the essential function of the Central Government is to pro- 
vide for the Safety, the Hnity and the Integrity of the Country, 
Defence, Foreign Relations, Fiscal Policy, Credit, Currency and 
Communication, are its special preserve. In addition to these 
comes the all-important function of collecting and publishing All- 
India statistics on various subjects and of establishing bureauic 
fur disseminating information in the Provinces and the country 
at large on all matters of public welfare. Its obvious sources of 
revenue out of the very functions it performs are: — Currency and 
Credit Profits, Railways, Posts and Telegraphs, and the entire 
field of Ciivstoms and Excise Revenue the latter including all duti- 
able articles produced and consumed in the country, the extension 
or the limitation of the field depending from time to time on a 
variety of economic and social circumstances. With Credit, Cur- 
rency and Communication as on the whole a productive and fairly 
expanding head of Revenue and the fruitful field of Customs and 
Excise generally capable of showing elasticity in yield, the normally 
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expanding expenditure of the Central Government ought ordi- 
narily to be met out of this sullieiently full sphere of its activity. 
In this connection, it is necessary to point out that Excise being 
the counter-part of ( ustoms, both, in. entirety^ fall absolutely 

within the ])uiview of the Central Government. Eor instance, 
theoretically it is neither peimissible to a Provincial Government 
to encroach upon Customs llevenue on foreign imported liquors 
under the guise of a heavy vend or licence-fee (as some Provincial 
Governments in their financial desperation are, at present, obliged 
to do), nor is it thinkable that excise on (ountry liquors can be 
made a provincial head of revenue despite the fact of an artihcially 
evolved . administrath e arrangement of confining the product of 
each province to itself. ‘ Kestrictive ’ Excise w^ich aims at the 
realisation of the maximum of revenue from the minimum of 
consumption in the case of country-made intoxicants is a contriv- 
ance of exceedingly doubtful eftica(‘y so long as it has a sinister 
and a most significant (ounter-part in the increased customs 
revenue caused by the increasing demand for foreign imported 
beers and cheap spirits as one substitute, and the alarmingly in- 
creasing competition of illicit distiller as another set-off. With 
the foreign imports, the illicit brewer and the Indian State border 
lines being there, ‘ rationing ^ (jr restricting the number of shops 
do not carry us an inch forward in the direction of prohibition. 
The question of c*onsumption of any commodity which in some form 
or other is 1)oth produced in the country and imported from abroad 
and at the same time admits of smuggling from the territories of 
His Majesty’s allies in India is, obviously, an All-India affair 
to be regulated by the Central Government under the central opera- 
tion of customs and excise. Even if administratively considered 
there seems to be no great difficulty in making Excise central, a.s 
the findings and recommendations of the Excise Committee of 1905- 
1900 have slowly and steadily set all the provinces on almost a 
uniform system of working the d(»partment, which again, in every 
province is already responsible for the (’entral Salt Excise as well. 
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If outright prohibition is to be sought, it must emerge as a national 
policy impartially applied to all intoxicants, — country-made ot 
foreign imports ; and the Central Exchequer is to envisage in its en^ 
tirety the financial conseq lences of the total loss of revenue there- 
from, and the cost of preventive measures which should make 
prohibition a success. 

Excise — Revenue or ‘ Restrictive ’ can only be properly con- 
templated when viewed along with Customs, the nature of the 
article consumed being fundamentally the same ; and, then, w^hether 
as a measure of policy or as a means of raising funds, its proper 
place is in the national and not the local Exchequer. If in the 
first measures of Finrncial Decentralisation, Excise on country 
intoxicants (opium excluded), more or less in a haphazard manner 
found a place among the provincial heads of revenue, this clumsy, 
unscientific and vexatious arrangement need not continue to mar 
the Tndi in financial system. Its ‘ Restrictive ^ virtue was onlj* 
n very much later discovery made in response to the call of the. 
Temp.u’ance movement which is clearly a one-sided affair if sub- 
stitutes and smugglers are left out of account. It is possible that 
when country-liquor Industry in Government or licensed distilleries 
is pToperly handled and the trade is given a more presentable look, 
the respectability of the produce may not be at much discount 
when compared with its foreign brother. Then, if the ban of 
prohibition must fall, justice can allow for no partiality to the 
foreigrer whi/^h renders a socially well-meant measure absolutely 
nugatory; and if the time is ripe for the sacrifice of this revenue, 
the ijenei^il tax-pavina* capacity, posvsibly even under excise, may 
have improved so substantially as to make the measure financially 
possible. For the i)resent, however, (-ustoms and all Excise in- 
cluding that on country-made intoxicants, with Tobacco and Tea 
as the immediately available feeders, and 8alt-tax normally very 
low but good as a balancer, in cases of emergency should form 
no mean stronghold of the Central Exchequer. They* come under 
the fiscal policy, trade regulations and the industrial growth of 
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the country, all of which are essentially the functions of the 
Central Government; and if, in the fullness of time, large^sized 
industrial and commercial undertakings flourish, the corporation 
tax under ihe heading of Excise may also well emerge as another 
suitable head of central revenue. As for the emergency financier- 
ing of the Central Government, if expansions under Customs, 
Excise and Communications do not suffice, the field of income-tax 
and super-tax (normally a provincial asset) may be encroached upon 
for an extra impost, preferably in the form of some percentage 
or addition to the existing burden to meet the extraordinary re- 
quirement of the Central Government. 

(b) Provineial : The 7V.r. 

To fortify the financial position of the Central Government 
was naturally a first concern of the framers of the Act of 1919. 
The scheme sketched above while no less solicitous of the financial 
certainty and independence of the Central Government leaving it 
in possession of a gradually and spontaneously growing revenue (uie- 
qvate for all its acknowledged functions, reserves for the provinces 
one really elastic head of revenue, viz., income-tax coupled 
with land revenue for all their developmental needs. The political 
and financial imi)ortunce of this tax is immense. It is a direct tax 
of which the tax-payer has the fullest consciousness and by pay- 
ing which he will insist on having his money’s worth from the 
Executive Govemment of the Province. It is essentially a middle- 
class tax falling upon the intellif/entsia of the Province who will 
exact the fullest responsibility of the Governors to the governed 
through the agency of this head of revenue. Its elasticity is un- 
doubted, as quite apart from the boom in trade and industry that 
may occasionally sw’ell it, an increase of a pie or pice per rupee in 
response to the call of the Executive to meet any genuinely 
developmental need will without much difficulty balance the bud- 
get. In Provinces where income from agriculture bulks most 
largely and that also individually in substantial figures the popular 
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reprevsentativc Provincial legislatures will not take long to bring 
it into line with incomes derived from trade, industry, professions 
or s(uviees and make agricultural income bear its just and equitable 
burden of j)ublic imposts. It will not be the ‘ foreign ’ or auto- 
cratic Government of India that will be faced with the problem of 
revising tlie oft-cpioted solemn pledges of permanent land settle- 
ment, or with the problem of faiily and squarely taxing the 
able, the Judders ot vast landed estates who, l)eyond paying the 
pittan(*e of sail -tax and the land levenue pro rata per acre on the 
same basis as the ])oor, starving, struggling little cultivator of a 
touple of acres of land, Imve, liitherto, known no public burden 
but only all the sweets of a privileged position. The Ibovincial 
popular legislature is ilu* only projier place for redressing this age- 
long iniquity between man and man in the system of Indian taxa- 
tion. Income-tax as a Provincial head of revenue wdll, sooner or 
later, quite inijiartialiy extend its operation to all spheres of in- 
(*ome with due iillowance for ('ariied and unearned increments, 
j)iogrevSsion, exemption, c'tc., as is the feature of the system of 
income-tax in otluu* administratively and socially w’ell-developed 
countries. I’lu argumeui of (nimnhisftai i re unsuitability of in- 
come-tax as a Provincial head on the score of the difficulty of 
Jorali-sinp industrial and commei'cial incomes has little force in 
India, as it is an acknowledged fact that (SO to 90 p.c. of incomes 
shown by the individual j) ovince are really earned there; — and, 
for the rest, even where an exact vset-off between a Province and 

a Province is not possible the ])rinciple either of domicile or of tax- 
ing at the' source' can by tbe agreement between provinces be 
conveniently enforced. The war of income-tax rates is unthink- 
able in India, as each province is climatically or physiographically 
marked out for peculiar forms of industrial expansion which makes 
little room for provincial rivalry ; and if, at any distant date, such 
a phenomenon emerges, the Central Government under its undoubt- 
ed function of smoothing dowm inter-provincial difficulties can 
determine the maxima and the minima of rates for income-tax, 


F. 20 
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though in the interest of the elasticity of provincial revenue such 
an interference would not be quite welcome, 

(iv) Adequacy of revenue for both spheres of Government. 

The surrender of all Excise to the Central Government and 
the appropriation of all income-tax and super-tax by the prov- 
inces form the essential parts of a revision in the matter of 
Financial Kelaiions. The reservation of a Corporation tax for 
the Central and the Inheritance or Succession duties for the Provin- 
cial will make for some more elbow-room if further expansion of 
revenue is found necessary. As for the exigency fiiianciering 
which the Central Government has to contemplate in the event of 
a costly war, the machineiy of Provincial Income-tax and Sui>er- 
tax should be available for an extra impost as a war measuny be- 
sides whatever iiurease (histoms, Excise and Communications can 
bear. Geneial Stamjis as distinguished from Judicial Stam])s come 
absolutely uithin the purview of the Central Government but of 
which it }najf make a gift to backwaid Provinc<\s to put them on 
their feet. Ecjuity may step in where justice can go no further: 
but if there is any weight in the. legal maxim “ TT(‘ who comes 
to Equity must come witli clean hands/^ it will have to b(‘ <lemand- 
ed from the Province conceriu'd that it mimt mitigate iniquity 
within its own jurisdiction by subjecting the va.sl landed interot 
to an absolutely fair and equitable burden of public imjmsts. If 
income from agriculture is luought into line with income from 
other sounos for the ]>urpose of income-tax and supt»r-tax optwa- 
tion, no Province in India will find itself hard put to it to meet its 
growing needs; and if, by any cbance it ever does, no srmsible 
Central Government will withhold from it tlie gift of revenue 
under General Stamps. 

(v) Excise rer<ius Income-tax. 

Does justice permit the surrender of Excise on intoxicants for 
income-tax in tbe provincial budget? Will not this leave some 
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provinces all the poorer fo^* this exchange? These questions will 
necessitate a careful study and serious thought as the result of 
which the present writer feels inclined to face with equanimity even 
the immediate c onsequences of his proposals. ‘ Restrictive ’ Excise 
on intoxicants is admittedly an inelastic source of revenue. If 
‘ rationing ^ and ‘ sliding scale ’ arrangements peisist and both the 
imports of foreign liquors and the nefarious practices of the illicit 
distiller cjontinue to remain active, Liquor Excise will inevitably 
be a dwindling head of revenue. Even Bihar wdth its very low 
rate of still-head duty which makes little room for the trade of 
the smuggler or the foreign import c^r is now said to be seriously 
apprehending shrinkages of revenue under +his head. The revenue 
has newer come in for a blessing in any Province in India; its 
ai)plication for expenditure on education, at least, has evoked no 
grateful appreciation of the moralist. It will not do for the prov- 
inces to rely for their developmental work on this broken reed. 
As contrasted with the j)r(\sent and future position of Liquor Ex- 
cise, the income-tax offers a growing field for revenue expansion 
if the uniformity of rates, exemptions, progression and differentia- 
tion is not rigidly enforced in all provinces. Given a certain lati- 
tude as in the case of provinces in some other Federations every 
Indian Province can fall upon this head as its ultimate reservoir 
for sTip])lying the necessary public funds. Even if Bihar — apparent- 
ly the Province to be immediately hit hard by the scheme proposed 
in this Pa{)er — trilled to remove inequality in the matter- of taxing 
large incomes from land and lowered the exemption limit consistent 
with the standard of its middle-class living and paid due regard to 
the possibilities of progression in income-tax and super-tax, the 
difficulties of balancing its budget will not perhaps be quite in- 
8ui)erable. As the very last resource, however, the Central Govern- 
ment may come to special terms with Bihar by making a gift 
of general stamps or temporary contribution to give it time to find 
its feet. Also a via media may be found in making the rich 
minerals of the province a sort of provincial asset for revenue 
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purposes as forest elsewhere help ])rovincial ^oveiiituents. Irri- 
f’ation, Foresis, Judieial Stain])s and Reoi.stration Fees will, of 
course, form subordinate heads of provincial hudt^ets. 

( 11 ) TliK IXDiVN StaTKS AM) TIIK F^XTRAT- FiX(’llKQT:ER. 

The financial \vo(^s of Indian States perhaps make the saddest 
chapter in the history of Indian Public Finance. For the boon 
of a halting and perfunctory recog'iiition of Political scmi- 
sovereionty never could a heavier or a more (‘xacting price have 
been paid. Tributes formally paid or asNio nuumts of territory 
made to the suzerain power in return Ibi' protection foiin, doubt- 
less, the very h'ast part of this relationship. Th<‘ states bein^ 
geographically an integral part of the country scattered in varying 
dimensions all over the land, the operation of All-India develop- 
ments like the Government policy of Fn^dit and Furrency, com- 
munications like Railwavs, Posts and T(degraphs, Fustoms Regu- 
lations, Opium and Salt-tax were made to extend to states quite 
as impartially as to the rest of India — bringing the states* subjects 
within the orhit of a coiisideiahle part of All-India taxation with- 
out their being, in any way, either a partv to such s(*ttlement or the 
recipients of the boons of good gov<*Tnment that taxation is sup- 
posed to give. Sometimes, rather too frankly, government made 
their own financial necessity a convenient excnst* for extending 
their tax operations to Indian States as the following little quota- 
tions will easily illustrate : 

‘^ .... As an unnvoidahle con.sequence of the new system 
and one without which the relief of our own subjects would have 
been impracticable, the ])eople of the Native States in question 
l>ecame generally liable to the payment of the British salt-duty . A 

In more recent times the question of the share of Indian States 
in the Fustoms on Foreign imports and its unpleasant adjunct the 
Viramgam imbroglio have come in for a serious scrutiny which 
must, at no distant date, lead to a Fustoms-TTiiion (Indian Zollve 

1 Sir J. Stracliey’K ‘ The Finance and Public Worhe of India,' p. 22^5, 
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rein). If the j^ast history of the financial exploitation of Indian 
States at the hands of British India were carefully compiled, a very 
unpleasant story of * the weaker goes to the wall ’ would be 
revealed. Justice imperatively demands the redress of this long 
standing grievance. 



THE CONCEPT OF THE EEPRESENTATIVE FIRM 


BY 

Amiya Kumar Das-Gupta 
I 

Prof. Duveiiport has reiiuirked — “ The notion of the Represen- 
tative Firm appeals to lack soniething- in point of theoretical 
taii«ibility.”i More recently the Uolwyn Uonnnittee on National 
Debt and Taxation, while lejiortino: on Ihe incidence of a tax on 
profits, practically dismiss the concept of a Representative Finn. 
They point out that the jirice is nieasun d by the cost of produc- 
tion to the marginal ])rodiicer, and accordingly they arrive at the 
conclusion that a tax on profits does not raise prices. Mr. Lionel 
Robins in a note on the Bejiresentative Firm^ declares that the 
concept is ‘ superfluous ’ and ‘ misleading.' 

So it semns that the concept of a Representative Firm which 
Marshall nurtured so carefully in his lifetime and to which he 
stuck to the end is in danger of being exjdoded. Let us, how- 
ever, see if we can rescue it from the hands of these critics. 

II 

So far as short period markets are concerned the marginal 
method serves our purjiose. In such a period of im])erfe(d adjust- 
ment of the forces of demand and sup])ly the degree of influence 
exerted by cost of production on value must needs l)e small, and 
the extent to which it does influence value can be estimated at 
the margin, for, it is the ]}rime cost to the marginal produc’cr that 
sets the minimum below which the short period normal price 

1 Value and Distribution, p. 378. 

2 The Economic Journal, September, 1928. 
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does not usually ^^o ; and as a pi^eneral theory it may be laid down 
tlmt the normal value in any such period is determined according 
to the principle of ^ what the market will bear.’ 

In the long juried, too, in so far as the differences in the 
efficiency of firms are permanent, the normal value tends to be 
equal to the marginal cost. Here we assume a state of ‘ relative 
rest.’ The firms may he moving as the industry as a whole 
moves, but in relation to one another they are assumed to be 
static, so that the influence of cost on value can well be studied 
at the margin. This is true whatever be the law of suj>ply pi ice 
that the industry obeys. With regard to industries that obey the 
laws of increasing or constant supply price, the difference in the 
efficiency of firms cannot but be ])ermanent, and hence in these 
cases the marginal mc^tbod is always apjilicable. 

Things are, however, diff'erent w^hen we take a dynamic view, 
— w’hcm w’e assume that the dift'erenccs in the efficiency of dif- 
ferent firms com])osing an industry are temporarily and there is a 
constant movement of all firms, — a movement which is by no 
means regular. Evidcmtly this state of things arises in an industry 
which obeys the law’ of diminishing sujiply jirice.^ In this dyna- 
mic state, some firms are rising, some are falling after they have 
attained maturity, while the industry as a whole is steadily mov- 
ing. It is hc're that Marshall introduces the biological analogy 

3 ] use Prof. jiliraseoJo^y (which he adopts in his Paper on An Ana- 

lyshs of Supply, published in tlie Economic Journal, June, 1928), viz.. Laws of 
C^.onslant, Increasing and Pirninishing Supply Price, instead of Constant, Limi- 
nishing and Increasing Returns respectively. In the first two cases, however, 
where the cost per unit remains constant or increases with every increase in the 
output, the departure means no advantage. For, in the case of Constant Returns 
the marginal cost curve coincides with the average cost curve and as such with 
the curve of supply price ; and in the case of Diminishing Returns the marginal 
cost curve is more important than the average cost curve in connection with the 
study of price-determination, for it is with the former that the curve of supply 
price coincides. In the case if Increasing Returns, on the other hand, the curve 
of supply price coincides with average cost curve and not with the marginal cost 
curve, and here, therefore, the new phraseology, viz., Diminishing Supply Price 
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and looks upon an industry as having a tree-like organism. 
Even as a tree is composed of many leaves and branches, an 
industry is composed of many firms. There is a process of life 
and decay in the leaves and branches, and an industry is also 
subject to this organic law. The tree grows on steadily though 
there are ups and downs in the lives of lea\\'8 and bninches. 
Similarly the industry grows on steadily though there are ups and 
downs in the lives of individual firms. At the start they struggle 
for existence, somehow^ managing their a H airs, often undergoing 
loss; but still they grow, attain maturity and then decay and ulti- 
mately may die ‘ yielding place to new.’ Thioughoiit any parti- 
cular period, therefore, some firms aie struggling, some are grow- 
ing, others have risen to the apex, others again are in the process 
of d(^cay after tliey have passed through a period of good fortune; 
but the industry as a whole may be moving on steadily. A disturb- 
ance in an individual firm has not necessarily any corresponding 
effect ui)on the industry. It is the resultant of the forces brought 
about by the individual firms that afl'ect the industry, not the 
disturbances in any particular firm ; for a disturbance in any one 
firm may be count eraci(Hl l)y an opposite disturban(‘-e in another, 
so that the industry may remain unaffected. Therefore, when in 
the long run, the industry is in equilibrium, or in other words, 
wlnm the aggregate volume of production is adjusted to the total 
demand, the individual firms may not he in equilihrium, and it is 
possible that some firms will he carrying on business at a loss. 

Ill 

In the light of the above analysis let us examine which firm it 
is that governs value in a long-period adjustment, — the marginal 
firm, the best firm, or the Reprevsentative Firm? 

The marginal firm is one which produces at the highest cost. 

is more useful, inasnjuch as it refers to the average cost per unit rather than to 
the particular expense per unit, and moreover takes into account Increasing eco- 
nomy of large-scale production as well as Increasing Returns as such. 
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Now, had it been one which makes neither gain nor loss, it would 
be reasonable to take this marginal firm as governing value in the 
tbng run^, just as we take the land on the margin of cultivation 
as the basis on which the price of agricultural commodities is 
determined. But, ad^jjms^itbeen just indicated, there may be firms 
even in the long pfeod >^ich produce at a loss. Consequently the 
price cannot equal the cost of production to the mai'ginal producer. 

Then, is it the best firm whose cost indicates value in tlie 
long run? Mr. Coates in his memorandum before the Colwyn Com- 
mittee gives us such an idea. ‘ While, ^ lie says, “ the board trend of 
X)rices is governed by the lowest or the most efficient cost of* pro- 
duction, . . . this stage (evidently referring to the long ))eriod) 
is rarely reached in the actual conditions of life.’’^ Well, the best 
firm can rule the market if it has got an indefinite capacity of in- 
creasing production so as to meet the aggregate demand of the 

it 

market; but that is hardly possible when there are ‘ subjective ’ 
and ‘ objective ’ limits to the growth of firms. ^ And even if if is 
])ossible, it takes the form of a monopoly which is beyond the lange 
of our present enquiry. If, on the other hand, Mr. Coates thinks 
that all firms approximate in the long run to the best firm, (hen, I 
am afraid, he errs in entertaining too optimistic an idea about 
men’s capacities and ignoring the differences in the gifts of entre- 
l)reneurs, inborn and acquired. 

It is clear, therefore, that neither the best firm nor the mar- 
ginal firm governs the long-period jirice. We have, therefore, to fix 
our eyes on a firm which represents the industry, — ^which has its 
fair sh^p of those internal and external economies, which apper- 
taini^i»<o*%he aggregate scale of production in the industry to which 

4 Cf, Robertson’s Paper on The Colwyn Committee, the Income-tax and the 
Price-level, the Economic Journal, Dec., 1927. 

6 Appendices to the Report of the Committee on National Debt and Taxation, 

p. 68. 

6 See Jourml of the Hoyal Statistical Society, April, 1914, p, 615. A Btudy 
of the Sizes of Business by Prof. Chapman and Mr. T. S. Ashton. 

F. 21 
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it 1)01011^8/ Unless we take the help of the supply schedule of 
Ihis rej)resentative finn we cannot «‘et at the true equilibrium point. 
So far as the super-re])resentative firms are coiu eriied, tlieir supply 
c‘urve, as Mr. Kobertson points out, does not meet the market- 
demand curve at all; and in the ease of sub-representaiive firms 
Ihe interseeiion of file two curves takes ])lace at a })oint to the 
hdl of tlie ecjuilibriiim ]>oiut, so ihat th(yv undergo loss.® It is 
the supjdy schedule of the representative firm that iyi)ifies the 
supply schedule of the industry. 

In drawing the demand schedule of a market also we apply 
exac'tly tlie same jnineiple. The total diuuand of a market is the 
sum of the demands of all individuals constituting the market, as 
the aggregate volume of i)roduction is the sum of the output of 
the individual firms; but as there are rich as well as poor coiisumeis 
whose demand-schedules vary, we are to fix our eyes on a re])resc‘ii- 
tative (ioiisumer whose demand-schedule tyjnfies the market demand- 
schedule.^ li is irfivn \rc conned ihr •'^npphf cnrcc of a rrprescnto^ 
fire producer with the demand curve of a re prcsenJ afire cttusurner 
that ire get the true (upniihrfu ni poiUif and the c<(uilthnurn putc 
that is }ca)ranfed hp the condit/ons of fhc aggregate supplg of and 
the aggregate demand foi a commod liy. 

IV 

What, then, is the nature of the l{ej)resentative firm? Is 
it an average firm ? If so, what sort of avtu*age 

In his Principles Marshall says that a representative firm 
is in a sense an average firm.’’^® But how far is the conception 
capable of being brought in relation to the statistical (onception 
of an average? Mr. Keynes, discussing the elaborate statistical 
analysis of business profits wdiich Mr. Coates submitted to the 
Oolwyn Committee, suggests that the magnitude of the disjjersion 

7 Marshall, Principles of Economies (7th edition), p. 450. 

8 C/., The Economic Journal, December, 1927, p. 573. 

9 C’/., Marshall, Principles of Economics (7th edition), p. 99. 

10 Principles of Economics (7th edition), p. 318. 
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of profit 8 is 80 considerable as to do some <lumaj»e to the concep- 
tion of the Representative Firm.’’^^ To this, however, Mr. 
Robertson does not a^>ree, and he ventures to think that it would 
not greatly have sin prised Marshall. ’’^2 matter of fact the 

statistics funiished by Mr. Coates are not fiee from short period 
(sheets, so that the Median calculated on the basis of those statis- 
tics represents a vshort-period averag'e; but the represcuitative firm, 
as we have already noted, is ])urely a lono*-])eriod concei)t and is 
therefore a long-period average firm, or in other words, a firm which 
is of an average si> 5 e and sc'cures average profits when the industry 
to which it belongs ix in a state of ecpiilibrium. Mr. Robins also 
leceives the notion in tins sensv ; but he argues that as soon as it 
ceases to be taken as a short -ixudod average, it loses its practical 
usefulness. Tt is true thal the concept has been devised to make our 
science realistic; but, like the notion of * normal price ’ it is essen- 
tially an ac*siract conc<'pi, showing <1 iinuhnirif, and fa(*ilitating the 
comprehension of general relations betwetm cost and value in the 
long-period under dynamic conditions. Moreovei*, the concept is not 
(‘iitirely divorced from the real economic world, as is well-shown by 
the r(»sults of the statistical enquiry held in ]i) 14 , by Prof. Chap- 
man and Mr. Ashton. The ( onclusion they arrive at through a study 
of the sizes of actual businesses is as follows: “ (Tenerally sjx'ak- 
j’ng, there would s(*em to exist in industries, of adeipiate sizt‘, under 
given sets of conditions, typical or rei)res('ntative magnitudes to 
which businesses tend to grow. . . . Indeed the growth of a 
business and the volume and form Avhich it ultimately assumes are 
apparently determined in somewhat the same fashion avS th(' 
development (d an oi’ganism in tlu' animal or the vegetable world. 
As there is a normal size and form fon a man, so, but less marked- 
ly, are theie normal sizes and forms for businesses . ”^*3 Their 

11 TI 10 Economic Journal, June, 10‘27, ]). 205. 

12 The Economic Journal, December, 1927, p. 571. 

Journal of the Royal Statistical Society, April, 1924, (The Sizes of Businesses, 
Mainly in the Textile Industries), p. 612- 
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results were so conclusive of the appropriateness of the notion to 
actual conditions that Mr. Stamp, in course of his discussion on 
their Paper, said that it had rescued it from the region of theoreti- 
cal abstraction and practically proved it to be a reality which there 
was no need to be shy about. Hence the basis for studying the 
influence of (^ost on value in the circumstances described above is 
not the best flini, nor the worst firm, l)ut the arenufc firm {or 
finns) round u'hich all firms more. 

Now, if it is admitted that the concept points to a long-period 
average, does it mean an abandonment of the marginal analysis? 

Prof. Davenport suggests that “ perhaps the doctrine* 

points to a firm which in the long-period adjustment, with all its 
uj)s and downs, will pass for a marginal firm.^i^ But this is a 
caricature of the conctei)tion of a representative firm; for, Marshall’s 
doctrine assumes that even in a long-period adjustment the margi- 
nal firm is such as produces at a loss. What we are concerned 
with, however, is the marginal cost of the representative firm^^; 
or in other words, the average (‘-ost ])er unit when the last unit 
of the firm has been produced. Tt is just here that the rej)resenta- 
tive producer is in doubt whether or not he should add a new 
process to his organisation. 

V 

I shall now’^ examine briefly the objections that Mr. liobins 
raised against the concept as a theoretical proposition. It has 
been seen that he questions the practical utility of the concept. 
But he does not stop there. He says that even from a theoretical 
standpoint it is ‘ superfluous ’ and ‘ misleading.’ His main con- 
tention, as far as I have been able to glean from his paper, is that 
in equilibrium conditions, no entrepreneur can undergo loss; for, 
if they do they ultimately turn to other occupations. From tbe 

p. 551. 

15 Davenport, Value and Distribution, p. 878. 

16 C/., Marshall, PrincAples of Economics (7th edition, p. 460— “ This, then is 
the marginal cost on which we fix oiir eyes,” 
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of view of oilier fa(*tors, there is what is called a ituirgin 
of fraiisferenre as between any two occupations; lands, for ex- 
ample, which are below margin with respect to one line of produc- 
tion, are transferred to other rival uses, and so are labour and 
capital. Similarly the entrepreneur below margin in a given line 
of production is transferred to another line; or, if he is extra- 
marginal in every line he may be converted into a manual labourer 
or a salaried official, so that, in equilibrimn conditions, there is 
no possibility of ^ half-wits ’ or ‘ incompetents * to be an entre- 
])reneur. Consequently in a long-period adjustment value is indi- 
cated by the cost of j^roduction to the marginal entrepreneur who 
secures a ])rofit which cannot be lower tlian normal wages. Thus 
Mr. Robins says — There is no more need for us to assume a 
representative firm or a representative producer, than there is foi 
us to assuiiie a representative piece of land, a representative 
machine, or a representative worker. Now, so long as Mr. 
Robins refers to what is called ‘ Static (ieneral Equilibrium ’ his 
analysis is quite tenable, inasmuch as the adjustment is such that 
every factor, human as well as material, receives as much net in- 
come as it would get elsewhere. But if we want to keep any touch 
with the real economic world, we cannot place the entrepreneur 
and the other factors in the same category. The distinctive 
feature of entrepreneur as a factor of production lies in its assump- 
tion of risk. As the responsibility of co-ordinating other factors 
devolves on the entrepreneur, the loss from a business, if there 
is any, is to be borne by him, and not by any other factor. The 
conception of ‘ negative interest,’ ‘ negative wages,’ or ^ negative 
rent ’ is chimerical, but not so the conception of ‘ negative pro- 
fits.’ In fact, in the long period when a particular industry is in 
equilibrium, the individual firms may be undergoing a dynamic 

17 The Economic Journal, Sejitember, 1928, p. 398; cf., also Davenport ; Certain- 
ly there are all sorts of firms and all degrees of flux and change among them ; but 
so there are all sorts of wage-earners , of independent producers, of lands, of 
jnachines.” Valve and Distribution, p, 376 n. 
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I)ioce8s, and as such may not l)e in equilibrium; in other words, 
what in loHfj-period in relation to an inihslrij as a whole, may not 
be a lony-penod in relation to the individual firms which are its 
component parts. 1 do not understand how in these circnimstances 
the concej)ti()n of a reju'esentative firm can be dispensed with. 

Mr. Robins further points out that tlu^ notion is liable to mis- 
apprehension ; and as an instance, he mentions how it has misled 
Mr. Henderson in liis treatment of th(‘ notion of / mar^dn.’ 
Mr. Henderson has said: The marginal concern must not lie con- 
ceived as that working under the least advantageous conditions in 
respect of the assistance it derives from the strictly limited re- 
sources of nature, but under average conditions as regards m:m- 
ngerial capacity and human qualities in general. Mr. Henderson’s 
analysis comes to this that in a long-]>eriod adjustment all ])roducers 
are at least of average ability, — obviously an inac(‘urate analysis, 
so long as Ave have to recognise the possibility of diminishing 
returns to managerial abilit;\ for, as Mr. Robins ])oints out, 
“ if all entrepreneurs were at least of averag(‘ managerial ability, 
they would at once c(‘ase to be average. But 1 do not s(u^ wh\ 
the blauK' should be thrown on Marshall who is quite clear on this 
])oint. ‘ Anyone,^ he says, proposing to start a new business 

if himself a man of normal ca2)acity for that class of 

Avork .... may look forAvard ere long to his business being 

a. reprcsCiiilal i re one with its fail' share of economies 

of production on a large scale. Thus Marshall recognises tJie 
fact that circumstances are created by the entrepreneurs them- 
selves, and there is no reason why an entrei)renenr of average 
managerial ability should be at the head of the ‘ marginal 

( oncern.’2i 


18 Stipphf and Demand, p. 60. 

19 The Economic Journal, September, L0‘2S, p. 102. 

20 Marsliall, Principles of Evononues (7th edition), p. ;J77. (JtahcB arc mine.) 

21 A Paper read at a Meeting ol the J>acca UniAcrsity Kconoiriic Association 
on the 8th April, 1929, 
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SUMMARY 

III this Pn])t‘i, soiiio details about ilio luaiketino* of jute i‘ii ihe 
iiiofussil in Helical have been ^‘iven, suppb nieni iiit^* tlie iiitonna- 
lion ineorjiorated in the \vi*it(‘r’s previous PajxM' on ‘‘ Marketing** 
of Jute in (\ileutta,” whieh was subniitt(‘d to the last Annual 
( ^uiferenee. It lias l)(‘en shown that the organisation is extremely 
complex, but all the iiuennediaries in the tiade do not perforin 
adeiiuate economic seivice , tor wlii(*h tliev may reasonably ex- 
pend any remuneration. An attempt has been made to throw 
some light on the many obscurities in marketing methods, mainly 
as a result ot ])ersonal observation during* a protracted tour under- 
taken for the puriiose. Hut no conclusions have been drawn to 
suggest. im])i*oveinents, some of them having bi'en discussed in the 
jiri'vious Pa])er. 

To understand tlie whole process of maiketiiig, it is neces- 
sary to begin fiom harvesting the crop, h'or unlike other com- 
modities, the prejiaiation of jute for the market is an elaboiale 
aifair, in the course of which about !)5 ])er c-ent of the gross yield 
has to be carefully eliminated, 1o get the pure dry fibre. When 
the plants aie fully mature, they have to be cut and carefully 
piled, layer after layer, on the ground, the top of the plants in 
each layer being covered by the bottom of the plants in the layer 
above and so on. This is called “ I'etting on land,” the main 
object being to get rid of the leaves, which discolour the water 
used for steeping the jute. ' The leaves drop off in about three 
days, when retting proper begins. The water has to be carefully 

All 
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selected. Flowing water is to be preferred, even if it has a muddy 
appearance, for then the fibre retains its gloss and colour, although 
the process then takes a somewhat longer time than in stagnant 
water. In most of the villages, retting is perfunctorily done. 
Instead of putting a layer of bamboos or dry jute sticks above the 
bundle 1o be retted, clods of earth or stones ai*e directly put as 
weights, thus preventing contact with water and discolouring the 
til)re. SullK'ient (*are is sometimes not taken to immerse the bun- 
dle completely. i Another mistake on the part of the ryot, un- 
lortunately all too Ireq^uent, is to ret his entire crop in one day. 
The quantity ol jute which may be easily steeped oy two or 
three members oi a laniily in a single day requires about ten or 
twelve days lor wasiiing tor the wlioie family, during wnicn a 
portion IS necessarily injured due to protracted steeping. liie 

short cuts sometimes aclopted, viz*, to batter the plant witu lugs 
ot wood, breaks the hbre and diminishes its value. Another ex- 
pedient is a lorni of agricultural co-operation, known in some 
part ol the jNadia district as nvanyan hala, literally “ iree agri- 
culture.” All the villageis lend their services free of charge lor 
threshing the fibre, who are then invited to a feast b^ tne ryot 
concerned. It is a picturesque village custom, but is inelticient 
and wasteful. Specks of the bark are not completely removed 
with sufficient care. Jute is frequently dried on bare earth in 
heaps, thus injuring and discolouring the fil)re. Unfortunately, 
the ryot seems to be ignorant of the very great harm caused to 
his crop by want of luire and expert knowledge. The Agricultural 
Department concern themselves only wdth the introduction of 
better seeds and not’ with proper preparation for the market. 

No Warehousing Possible. 

As soon as the fibre is ready, the ryot has to sell it ofi. 
There are a number of reasons for this. Bengal is a land of 


1 Xn one village, about one-third of a bundle was found to be floating above the 
\Naler. 
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small holdings, — smaller even than the tiny parrels in other pro- 
vinoes. The ryot is unable to make proi>er arrangements for 
warehousing his produce with his scauty resources. It should also 
be rememl>ered that lie has to incur greater out-cf-pocket expenses 
for cultivating jute than rice, for weeding, tlireshing and other 
operations. He cannot, therefore, afford to liold out for a suffi- 
cientlj^ high price. In the second i)lace, jute is combustible, 
and he is naturally unable to keep it in the viiunity of the thatched 
hut in which he lives. Thirdly, the fibre deteriorates considerably 
in colour and strength, specially it it is not absolutely dry before 
storage. Fouithly, when the numerous toeeks in which Fast 
llengal abounds diy up, the only means of transport is the pri- 
mitive bullo<‘k cart, which makes the cost /ery gTeat in the case 
of a cheap and bulky c<jmmodity like jute, — the more so when 
it has to be sent to a distant market. 


Inauguration Ceremony. 

In the meantime, the buyers of jute also make ready their 
own arrangements. An auspicious day, generally the date of the 
(Jar festival of Jaganunthd in Pnri^ is chosen for inaugurating the 
season. In May and flune, small and stunted plants are carefully 
weeded out to enable others to grow up properly. These are 
retted and the fibre so obtained is generally utilised for the in- 
auguration ceremony. The aratdar (literally warehouse-keeper) 
sits in state with his scale liberally smeared with vermilion paste. 
The b&pcuru (literally merchants) and others attend the feast and 
the religious cei'einony held in this (*onnection. llrokers and 
balers’ representatives as also farim or itinerant purchasers are 
also frequently invited to attend. 


2 Curiously enough, this preserves the historical continuity with OrisBa of the 
jute trade, pointed out in the report of the Jute Commission of 1873. 

F. 22 
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Intermediaries in the Trade. 

It may he asked why so many intermediaries have appeared 
in the field. vSome years ag’o, when balers established stations 
in im])urlant plaees like Narayanganj for the first time, it was 
naturally found that tiie local iiu]>orts were not sufficient 'in 
quantity. It was, liowever, impossible for them to g'et at the 
actual cultivators, who could otTer only small lots of unassorted 
jute, and that after much haggling*, either at their own homes 
or at the neighbouring luffs markets held on stated days 

of the week). Halers tlierefoie had to employ heparis to collect 
jute from the cultivators. These were generally large boat- 
owners^ of their villages and had their own capital or had ad- 
vances from tin' baleis, generally free of interest. As more and 
more balers enlered the field and (‘oiupetition became keener and 
keener theie aj)])eared hcpansy who weie neither financially in- 
dependent tliemselves, nor financed by the balers but received 
advances from a s(‘])arate body of people, r/c., the (imldursy who 
charged (ii'(tf(l((vl (/.c., commission) which represented in effect the 
interest on the advance, (ieiierally these nmidaiK^ tried to conso- 
lidate tlu'ii' own position, and to reduce heparis to subservience. 
In some ])la('es tliey liave degenerated into mere fdrlns. Ordinary 
nKihdjans or village money-lenders have also come to take their 
hand in the game. Tluring tlie sowing season or after, they began 
to advance monies to the cultivators on the hypothecation of the 
crop. The instruments made out were very pecuiliar, and were 
called s(fM(f p(i1r(fs^ in North Hengal, in terms of which the bor- 
row’er agreed to deliver a stipulated amount of jute to the lender 
within a specified date in j’epayment of the loan. It is needless 
to say that the poor lyot had in most cases to be content with far 

3 A graphic tleKcriptinii of bhamnia heparis (literally, floating merchants) and 
their buHine^^s on big boats about half a century ago is given in the report of the 
Jute Commission of 1873. 

4 Happily these are gradually dying out. 
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less than the proper inai'ket value. Besides these nwhajans^ 
there also arose palkiits (literally whole-salers) who often formed 
a link above the fimns but below the aratdirs. Most of these 
many intermediaries do not perform any ecom mi(‘ service com- 
mensurate witli their remuneration, such as »'radin<**, bulking’ and 
warehousing*. Thev simply dejirive tlie rvot of a part of the 
fruit of his laboiii', laise ilie ultimate price to the mill or the 
exporter, and imped»^ tlie movement of the cro]). Not only this, 
it is these middlemen, g'emu'ally /ur/^/.v, who per])etrate most of 
the mal])ractices to he found in the trade, such as watering* the 
jute and strewing" sand on it to hide the moisture. Tlu‘ ryot can- 
not adulterate the jute in tliis ^ ay, for his small hundh’ is very 
(dosely s(*rutinised before it is fiurchased. Mon'over, he cannot 
afford to tak(' the risks (d storing* watered jute even for a few 
days, wlier(*as th(‘ who effects the sale as soon as possible 

after the ])urcLase, on aci'ount of his s(*aniv resources, need only 
risk detection by his buvei* to rea]) an unjuvst profit. Another mab 
jiractice, not very frecjuent, is to put a clod of (uirth or a. piece of 
stone inside a tight bundle of loose jute to increase the weight. 


Their Method of doing Business. 

It has been officially ('stimated that these middlemen 
charge anything from 25 per ceni to dO per cent of the value as 
their romuiieraiion to be distributed among themselves. Nor is 
this all. Cases are not rare where the fnria cleverly manipulates 
the s(*ale and manages to liav(‘ as mu<*h as 10 ])er (*ent in excess 
oi the aclual weiglit. Vaiions ai'bitrarv deductions are also made 
on the plea of custom ary allowances to lie made to the urotdoT, 
lh(» same devices for cheating the ryot are adopted by the paiilcar, 
the indhajitri and the hepart, only they generally buy at hatSi and 
not at the homos of villagers. Finally jute is taken to rrujJcams 
or stations where agents of exporters and balers are to be found. 
There are various recognised and customary trading allowances in 
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iiJI these mokams. TJie charges enforced in a few small stations 
are given in the following table® : — 


Excess charged from sellers per lOO maiinds. 


8ta6ion. 

Muty 
(Ii6e rally 
handful). 

Bachat 

(literally amount Dhalak (i e., 
to he rejected customary 

for inferior allowance), 

quality). 

Total in 
mds. 


Sr8. 

Srs. 

Mils. Srs. 


Munshirhat 

... ].S 

12 

2 20 

3126 

H alkopa 

... 15 

10 

2 20 

3125 

Lalpur 

... iiO 

20 

;i 0 

4000 

Ban gal para 

.. 10 

10 

0 

3-500 

Mirzapur 

... 5 

5 

2 20 

2-750 

Ghorasal 

... 15 

11) 

2 0 

2-G25 


Apart from these, a hioh local measure of weiglit ivS prescribed 
and the ryot mulcted accordingly (see post). 


Aratdars in Mofussil. 

There are no (trahhifu in most of the mofussil si aliens in the 
stri(‘t sense of the tt'rm. For instance in (\ilcutla, the buyer or 
his representative attends the at Hatkhola or other places 

but in mofussil stations like Narayangan j, the arnUhfr has such a 
small godovvn that he cannot land the jute there hut has to 
arrange for the insjiection and the delivery of jute at halers’ 
presses. He is fre(|uently unable to lake the whole of the finan- 
(‘ial liability on his own shouldeis and generally lends through 
the intei'vention of guarantee brokers or (ffilals, who usually charge 
a flat commission of A anna ])er maund, each from the nmMar and 
the hejHiri. At most of the agemcies in the Mymensing district, 
each aratddr (‘ollects jute for a paH-icular firm, whi(‘h is repre- 
sented locally bv a hliavuUhr, i.e,, purchaser. At Chandpur, 
there are no aratddr,^ at all, the brokers are ver^^ influential and 
receive large advances from balers, thus enabling them to carry 

6 The writer is indebted to the Hony. Secretary of the Narayanganj Chamber 
of Commerce for this table. 
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on direct business. At Sarisabari sellers enter into forward 
contracts with balers and deliver the jute with the help of their 
own finance. At Serajganj, the position of the arafdars is be- 
cominer gradually weaker, on account of the determined attempts 
made by the balers to enter into direct business relations with the 
hepam. At Akhaura nacjda hepar^s or cash -sellers are very rare, 
most of ihe heparin Icing financed by the balers direci. 

Organisation of Baling Houses. 

There aie four ie(‘()guised forms in which jute is sold, viz*, 
pucca bales, kutrha ]>ales, hojhas (f.e., assori(*(l bundles) and 
loose jute. The first two have been des(*ribe(l in the Paper on 
“ Marketing of Jute in (^ihuiMa.’’ But it must not be su])])osed 
that these two forms of packing are to be found only in (hihuitta- 
Altliough pucca baling is not very fre(|ueut, hufclia baling is to 
be found even in small uiohamn. Tim organisation is not very 
complex. At the head is a Manager, who has a share in the pro- 
fits, in addition to a fixed salary and a free house. There are four 
departments under him, viz., (1) the impoH shed, where jute- is 
bought (generally on the river-side with a jetty, where boats ot 
may land the jute); (2) the assorting shed, where jute is 
baled (generally away fi’om the river); 0\) tlie store shed wh(‘re 
jute is stored (generally on the river-side for facilitating exporta- 
tion, but at a distance fnmi the loose jute in the importing shed 
to minimise risks of fire); and (A) the office, where ])ayments are 
made and received and accounts and returns are prepared. The 
first department is managed by an overseei* on a pay of about 
Its. 100 to Us. 150 a month, having a number of mohararn or 
tallymen under him, who keep a record in English of the jute 
liurcJiased, on a pay from E^s. 14 to Us. IS per month, plus a 
share of the commission of Us. 4 per 100 maunds realised, from 
the sellers. An independent check is provided by Icoyahs or 
Aveighmen, who keep a record in the vernacular on a pay of 
Us. G to Rs. H a month plus the balance of the commission de- 
scribed above. The assorting shed has two departmental heads 
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(1) the Assorting?’ Master, who eontrols the IxhafafVdllciliJi (^*6*, the 
contraetors employed tor assorting? and baling*’ the jute at a flat 
inclusive rate varyinj:^* from 6 annas to 10 annas per bale); and 

(2) the Press-house Oveiseer, who has a numl)er of tallymen under 
him for keeping a recoid of the bales done up by each lihatnwallah, 
and a few maikmen foi' puttino- the appropriate mark on the each 
bale accordiiif^' to its (jiiality, by means of special stencils, using 
different inks for facilitating work by illiterate workmen. In the 
stoieshed, the bales are stacked on bamboo racks at different places 
for different marks, with small rails connecting the stoieshed with 
the assorting shed and the river-side jetty. One of the best laid 
out baling houses in Naiayanganj is owned by the Co-operative 
Jute Sale and Supply Society, wdiere arrangements are entirely 
suitable for proper supervision. 


Diversity in Marketing Method. 


Although the organisation ol baling firms is about the same 
throughout the mofussil in Bengal, it must not be supposed (hat 
a standaid system of marketing is prevalent. On the (‘ontr.iry, 
a rough idea of the (diaos may be formed from the following list 
of standard Avciglits in dlfTrrent stations, small and big: — 


Market. 

Ashuganj 

Bangalpara 

Bliairab 

Bogra 

Chandpur . 

Dacca 

Paridpur 

Gliorasal 

Hatkopa 

Ijalpur 

Madaripur 

Mirzapur 

Munshirhat 

Myniensingh 

Naiayanganj 


Weight of local seer in tolas of 
180 grains each. 

... 88 
... 85 
... 88 
... GO 
. . . 88 
... 87 
... 60 
... 81 
... 84 
... 88 
... 82 
... 84 
... 84 
... 90 
... 84 
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Weiffht of local seer in toUtt of 

Market. 

180 grains each. 

Sarishabari 

... 88 

Sirajganj 

... 83 

Sonatoia 

... 84 

Taiqjusha 

... 85 


The cliaif^es to he paid arc also variable. At Tarpaslia a flat 
(^oinniissioii of annas per inaiind is levied. At Myinensingli 
I anna to 1 anna per maund is payable by the hhariddnr (see ante) 
and an equal amount by the seller. In some markets, however, 
the (;har»*e is distributed in different items, as will be clear from 
the following’ copy of an actual account sale in the Narayang^anj 
market : — 

Mds. Srs. Mds. Srs. 


Sc.ale weight, at 80 Udas standard seer ... 188 2b 

Less scale allowance, at 2| per cent ... 4 29 

Namuna or sample, at 18 seers per 

100 niaunds ... ... ... 0 24 

Bachui or deduction for so-called in- 
ferior quality, at 20 seers per 
100 mds. ... ... ... 0 e87 

Dludak or diff'eience l>etween local and 
standard weight, r/r., 80 and 

84 to ... ... ... 10 10 

H> 20 


172 5 

Rs. a. p. 
1,957 14 9 


10 13 0 
1,947 1 9 


6 This allowance w’as first made to buyers, who used beam scales instead of 
ordinary hand scales, which could he manipulated to show a weight less than the 
actual weight. But it has now become customary. 


Nel weight 

Rs. a. p. 

Rriee, at Rs. 11-0 per maund ... 

Iiess brokerage, at one anna per 

maund ... ... 10 12 0 

(h)st of stamp ... ... 0 10 
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' iH subjeot to oilier unnuthoriHed levies such as: — 

(1) Zaniindar’s ahwah or illegal exactions, at 3 pies to 0 

pies per maiiiid. 

(2) Koi/nll (see ante), at Rs. 2 to Bs. 4 per 100 maunds. 

(3) J (trlidmlari (assorting (dnuges), at Rs. 2 to Rs. 3 per 

100 inaunds. 

(4) Kahdri (staff allowance), at 5 seers to 7 seers per 100 

maunds. 

(5) liiwfir hi it I i (allowance for charity), at 5 seers on each 

deal. 

Transport from the Hinterland. 

To give an idea about how the immense volume of jute col- 
lected at Ihese different stations is carried to ports the following 
details about the established routes are given, their relative im- 
portance being indicated by adding within brackets the total 
number of inaunds carried during the season ended 30th June, 
1928, against each route. 

.4. ShipitK’nt from Ndvopainjanj and Bhairah. 

1. (60, 50, 193) shijiments through the India General Navi- 
gation & llailway t-o. and River Steam Navigation Vo. from and 
ri/i Narayanganj (including shipments from Mirkadim and 
Ghorsal). 

2. (13, 76, i)0()) I. G. and R. S. Oo.\s shipments from Dacca 
by all services. 

3. (24, 33, (M)2) shijunents through the Ilengal Assam 
Steamship Co., Ltd. 

4. (4, 75, 952) shipments through the East liengal River 
Steam Service. 


7 Tfep writer is indebted to the ITony. Secretary of the Narayanganj Chamber 
of Coiniuerce for thefie details. 
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5. (7, 21, 229) transport, by the Assam Bengal Bailway to 

Chittagong’ via Tangi Jnnetion and lihairab Bazar Ferry. 

6. (6, 26, 505) I. G. and R. S. Co.’s shipments from all 

stations on the Dhaleswary Service connecting Dacca Steamer 
Ghat with Lalitganj. 

7. (17, 64, 510) I. (t. and R. S. Co.’s shipmenis from all 
stations on the Bhairab section. 

/y. Slu piav-nta from Chaii/ipur^ Marhivipu } and Khnlno, 

1. (7, Ii5, 224) T. (t. Js. R. (V).’s shipments from (^haml])nr. 

2. (7, 37, 368) R. S, N. Co.’s shipanents. 

3. (23, 151) combined service via Khulna. 

4. (12, 47, 110) B. A. S. Co.’s shipments. 

5. (4, 17 , 208) combined services via Klnilna from Akhanra, 
Clio wiuoh uni and othej- places. 

6. (10, 51, 165) I. (t. and R. S. Co.’s slii])menis dirt'ct from 
Alvhaura, (Uiowmohuni and other places. 

7. (30, 06, 487) shipments by all services from Madari])ur and 
district stations. 

8. (3, 12, 179) 1. G. and E. S. Co.’s shi])ments trom Khulna 
and district stations by all services. 

<J. Shipments from Serajganj, Jagannathganj , Pndda Sfeantrr 
Stations and Assa/m Sv dion Stations, 

1. (4, 10, 271) I. G. and R. S. (’o.’s sliipments from Seraj- 
ganj to Calcutta. 

2. (9, 13, J20) Railway transport by the Kastern Bengal 
Railway via Ishrdi Junction. 

3. (7, 92, 328) I. G. and R. S. Co.’s shi])ments from Kigan- 
nathganj to Calcutta direct. 

4. (4, 84, 728) I. G.' and R. S. (k).’s shipments from 
tTagannathganj to (’alcutta via Goalando. 
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5. (21, 05, 331) My men si 11 "“ E ail way and roinbined service 

rin Sirajj^anj. 

0. (7, 20, 089) shipiiienis from Pudda Steamer stations, 

between Goalando and Karayan^anj and lietween (loalando and 
(diandpur. 

7. (7, 59, 2J)3) shipments from Assam stations. 

/). Sh i/)/nrnfs A’ia Fulchari, Sfififahftr, Fnrhn/ i/nn* f/fuJ 
Sa ti fa h a r- Parha f i /> u r S tat i o ths . 

I,. (20, 44, 215) via Fulrhari. 

2. (50, SO, 839) T'la Santahar. 

3. (38, 12, 029) via Parfiatipur. 

4. (34, 71, 025) v'ia Sanialiar-lhirbatipur. 

Praetl(*ally all tlie jnie tlirou"*li these diverse routes reaeli 
Calcutta; the method of marketin^^* in which was divsciibed in 

the wjiter’s Pa])er on the subject submitted to the last Annual 
(^inference. 
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Mfjsa re I n ire rs ity . 

1. Desirability of Developing the Road System of India. 

As a fu' tor in tlie i)rugi‘ess of a country cornu lunications arc 
ol llie uiiiiost imporiaiK c. Ijiirgc-scale ])ro(liiction and division 
of labour on which the sysicni of modern industry is based are 
rendei‘ed possible by the mechanical means of transpoi‘t which con- 
v(‘y Jaw material as well as finished goods to any distance, at any 
time and for a comparatively small ])rice. The construction of 
roads and railways has enabled the movement of produce from 
one part of the country fo another thus making the (country a 
single economic unit tor jnirposes of purchase and sale, while 
roads and railways together with steamshii)s have linked togelhei’ 
the (uiltivafors and manufacturers of the whole world. Good com- 
muiiicalions also })romote the free ex(*hange of ideas between town 
and country and serve to diminish the gulf between the rural 
paits and urban areas in j):)int of intellectual vigour, culiural 
achievements and standard of living. 

Th(‘ necessity for a good system of communications is especial- 
ly felt in India. In an agricultural country such as India roads 
ar(' of the gieatest importance to the cultivator for on them d('- 
])emls his ()];]>ortunity for the marketing of hivS produce on the 
best terms, [efficient communications open out new markets for 
bim and also diminish the period cf waiting between ])roduction 
and sale wliich redacts favourably both on the ])rice he receives and 
on his financial independence. The improvement in communica- 
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lions, such as it is, has brought about the transition from subsist- 
ence farming to coniiuercial farming such as cotton, jute, ground- 
nut and tobacco. 

Despite the improvements in communications in the last three 
decades India still remains a very backward country in respect 
of transj)ort. Indian roads may be described as poor in quality 
and insufficient in extent. India has 39,000 miles of railwayvS 
while V, S. A. has 2t9,000 miles — ^miles of line per 100 sq. miles 
f()r India being 2*2 and for IT. S. A. 842, inhabitants per mile 
of line for India being 7900 and for 17. S. A. 469. Similarly for 
lOO sq. miles of area India has 20 miles of road while IT. S. A. 
has* 2,550.1 Apart from the paucity of roads there are serious 
defects in the oxisiing road system. The lack of bridges and 
crossings causes waste of time and reduces the load which a 
bullock cart could carry. Eoad surfaces are not kept in good 
repair which hampers the development of motor traffic and con- 
sequently the movement of goods and people. There has been 
no orderly development of communications — ^very often the village 
roads are not linked on to the main roads which diminishes the 
economic value of the main road, the main roads are not linked 
to the railway system which prevents the full value of the main 
road as well as the railway from being realized. Railways in 
India have always felt the lack of roads to feed them. It is indeed 
somewhat incongruous that there should be nearly 40,000 miles 
of railways in India, while the total mileage of surfaced roads in 
British India is only 59,000.2 The interdependence of communi- 
cations which is an important factor in the road policy of a 
country is not always kept in view by the road-builders of India;. 

The sudden and rapid growth of motor transport has created 
additional difficulties in the framing of a road programme and 
additional demands on the resources of the bodies responsible for 
road development. The number of motor vehicles imported into 

1 Vide Report of the Royal Conimission on Agriculture, p. 369. 

2 Vide Report of the Indian Road Development Couanittee, p. 20, para. 36. 
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India lias risen from 4,400 in 1914 to 26,0(X> in 1928, and the 
('on«umi)tion of petrol has increased from 4*5 million gallons to 
50 in the same period. The effect of motor traffic on roads has 
been disastrous. la the words of the lleport of the Indian 
Road Uevolopment Committee: The development of motor 

traffic is revolutionising the road problem in India. Roads of 
water-hound macadam are proving inadequate for combined 
bullock cart and motor traffic. It is complained, on tlie one hand, 
that roads arp deteriorating owing to the increase in motor 
Ira flic, and that money for repairs is not available. On the other 
hand, it is objected by motor-owners that their vehicles art‘ 
damaged by bad roads, and that the develojmient of motor ser- 
vices is hampered by tlm inade([uacy of the existing road systemi.’^ 


2. How ImINn Road^Buiicting is Financed. 

The roads in DritisI^ India may be roughly divided into three 
classes: (a) Trovincial roads or roads wholly or mainly main- 
tained from provincial revenues; (b) Local roads or roads main- 
tained either wholly from local funds, that is, from the funds of 
district boards or partly from local funds and partly from grant- 
in-aid from ]uovincial revenues; ((;) Municipal and Village roads 
maintained from municipal revenues in the case of municipalities 
and from village revenues with or without a grant-in-aid from 
local bodies in the case of village communications. 

All expenditure on roads is met from general revenues and 
there is no taxation — central, provincial or local — specially ear- 
marked for expenditure on roads. The Central Government levies 
taxes on motor transport, the Provincial Government collects tolls 
on the main roads and the local authorities derive a considerable 
proportion of their revenue from octroi and terminal taxes. But 
the yield from all these charges forms part of the general revenues 
which are applied indiscriminately to all the branches of public 
expenditure. 



492 


V. L. d’sOUZA 


Ci)nstriictioii of roads is sometimes financed from loans. In 
Madras the exj3enditiire on a few roads is met from loans. In 
ihe United Provinces iliero is a three-year programme of road- 
building which is being financed from loans. In Pombay all 
road schemes which involve an outlay of Rs. 5 lakhs and over 
are met from loans. In the Punjab also the (construction oi cer- 
tain major bridges and main roads is debited to capital account. 
Loans for road construction, however, form only a small propor- 
tion of the total amount exjxmded on roads. In 1926-27 the 
iotal (^xpcmditure, both ])rovin(*ial and local, on roads was 804 
lakhs out of which only a sum of ()2 lakhs was raised from loans 
Avhile'the remaining, namely a sum of 742 lakhs, was charged to 
general revenues. 

To understand the present posiliciii of road finance in India 
it is necessary to encjuire into the relative importance of provin- 
cial and local roads. The total road length in British India is 
190,000 miles: provincial roads 48, (^00, Icxcal roads 151,000. 
While the mileage ns beiwecm surfac'ed and unsurfaced roads is 
equally dis1rilmt(Hl in provincial highways, unsurfaced ])re])oii- 
derato in the case of local areas. The provincCvS si)end Rs. 508 
lakhs or 5 ])er c(mt of lluur total revenues on roads while the dis- 
trict boards spend Us. 241 laklis (31* 25 p(u* cent of their Iotal 
income. Provincial as well as local expenditure has be(m increas- 
ing ra})i(lly; and the former has been incn^ising at a faster rate 
than the latter. In 1914 the ])rovincial budgets for road finance 
showed Rs. 210 lakhs, the local Rs. 204 lakhs. In 192fi tli(^ 
figures w(U’e Rs. 451) lakhs and Rs. 287 lakhs respectively. The 
])ercentages of j)r()vincial iwenues and local funds spent on roads 
(liifer considerably in different prcivinces; in Madras the percent- 
ages an* 2*5 and 80*2. in Bombay 4*4 and 15*0, in Bengal 2*8 and 
85*3. Similarly the incidcmce of road expenditure per bead of 
Iiopulation varies in the different provinces; in Madras 4 as., 
Bombay 6.7 as., Blengal 2.3 as. 

Prcivincial roads are financed from the eeneral revenues of 
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the province without any assistance from the Central Govern- 
ment while local roads are mainly financed from local funds which 
are derived ])7*incij)a]ly from a cess on land revenue. The district 
boards whi(di are cliar^ed with tlie lesponsibility of maintaining* 
the local roads receive coniributions irom })rovincial revenues. 
Th(^se contiibiitions vary greatly from province to province. In 
Bengal almost the entire total mileage is maintained by the distiict 
boards Avhich levy for the piupose of roads and ])ublic works cess(*s. 
^The (toveriimeiit gives no diretd subsidy towards the construction 
and repair of the reads. In Madras the I'oads arc* also entirely in 
ciiarge of the local authorities but they are subsidized to a great 
(extent by provincial revenues. Thus the \vliol(» cost of (*onst met- 
ing trunk roads and bridges over them and half th(' cost of main- 
taining se(*ond-class roads and building (auseways over theun is 
borne by the Government. In 1927 the contribution from pro- 
vincial revenues to tin district boaids lor the ('onstruction and 
maintenance of trunk roads was 15. f) lakhs and of tlie other roads 
was 17 laklis. In the Punjab the art(M*i(\s of the road system 
have been taken over by the Public \\ orks ])ei)artTnent and ar(» 
a cliarge on provincial levenues ; the nmiaiiiing roads are in 
charge of district boards and the cost of maintaining and develo])- 
iiig tlnun is shared between government revenues and local funds, 
the proportion of tlie (iost borne by (uther varying from district 
to district. In most of the remaining provinces roads fall into 

two (dasses: tliose of local importance which are maintained by 

local bodies and those of provincial importance which are main- 
tained by the government revenu(*s. In lt)2(>-27 grants-in-aid 
from the provincial exchequer to tlie district hoards totalled 
Rs. 100 lakhs, out of which a sum of Rs. 1)2 lakhs was 

set apart for trunk roads and a sum of Rs. 08 lakhs for local 

roads. 

The main roads are a proper charge on central revenues. The 
Government of India regards the provision of railways as a cen- 
tral subject having a claim on national reveniies while it assumes 
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110 responsibility for the development of roads which constitute 
along with railways the two main channels of communication in a 
country. The arterial roads no less than the railways should be 
the concern of the central government. The national revenues 
benefit from road development in iwo ways : the roads serve as 
feeders to the national railways and thus enhance the railway 
receipts and secondly customs and excise especially on motors and 
motor spirit are a very productive and rapidly increasing source 
0 ^ central revenue. In 1914 motor taxation fetched a revenue of 
Its. 9 lakhs and in l92cS, it rose to Es. 271 lakhs. But practically 
the whole burden of road construction and maintenance falls on 
l»rovincial revenues and local funds. The finances of provinces 
and districts are inelastic, and in(*apable of large ex])ansion. And 
at present they arc spending on local roads as large a proportion 
of their income as tlu'y can afford. Most of them submitted to 
the Indian Hoad lJeveloj)nient Committee that in sjiite of an 
ui’gent n(‘ed for road ex})ansi()n in their jurisdictions they w^ere 
unable to increase their eximnditure on communications without 
detriment to the nation-building activities such as education and 
])ublic health. 

The only rmiiedy for the difficult situation in which the 
Central Government (mjoys expanding sources of revenue but 
undertakes no responsibility for road maintenance and the pro- 
vincial and local bodies have inelastic revenues, growing claims 
of exi)enditiire and the res})oJisibility of maintaining the road sys- 
tem, is to classify the roads in each province according to their 
importance for the country as a. whole and re-apportion the res- 
j)onsibility for maintaining them according to the financial capa- 
city of the central, j)rovincial and district governments. Under 
this scheme all-India arterial roads would be maintained 
by provincial authorities with funds from the Central Ex- 
chequer, the provincial roads would be maintained from 
provincial resources, supplemented by cjontributions from the 
Central Government, district roads would be maintained by 
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local authorities with aid from provincial funds, and village 
roads would be maintained by local authorities only. 

3. Reform of Road Finance: Motor Taxation. 

The Government of India derives considerable revenue from 
motor taxation. It collects by way of customs duties on motor 
vehicles, tyres and tubes and excise duty on motor spirit a sum of 
nearly three crores of rupees. That it is a very productive source 
of income for the State is shown by the steady increase in receipts. 
It has risen from Rs 157 lakhs in 1921 to Rs. 271 lakhs in 1928. 

Motor Taxation in the interests of uniformity of rates, con- 
venience of collection and econoniy of administration ought to be 
and in fact is central revenue. Provincial and local taxation of 
motor transport should be in the form of centimes add i turn nel or an 
allocation from the central exchequer of the proceeds of the motor 
taxes. 

The question whether the object of motor taxation should be 
to Enhance the general revenues or to finance road development 
does not admit of a simple answer. Some justify taxation of motor 
cars for general revenues on the ground that it is luxury taxation 
and that the ownership of a car is ‘an indication of the taxable 
capacity of the owner. Others object to motor taxation on the 
ground that with the growth of cheap cars, buses and lorries motor 
transport has come to be used more by the poor than by the rich. 
Especially in areas not served by railways, cars, buses and lorries 
are essential for ordinary transport purposes and not for luxury. 
Any taxation of motor vehicles therefore is essentially a taxation 
of transport and as such to be discouraged unless the proceeds are 
used in encouraging the development of transport. It is com- 
monly accepted that any tax on means of iransport which aug- 
ments general revenue is economically unsound. The bulk of the 
evidence before the Indian Road Development Committee showed 
that although the present rgte of taxation has not retarded the 
development of motor transport all such taxation should be diverted 


F, 24 
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towards road developraent and that it must be regarded only as 
taxation oa transport for transport. Most of the Provincial 
Governments in their memoranda before the Road Development 
Committee demanded that the receipts from motor taxation should 
be wholly or partly spent on road developraent. The Government 
of Bombay in their memorandum pleaded for the diversion of the 
revenue from customs and excise on motors and petrol for road 
development. The ITnited Provinces and the Central Provinces 
Governments submitted that all taxation on transport should be 
utilised for the development and maintenance of the means of 
transport. Bihar and Orissa urged that the petrol excise should 
be earmarked for transport. Madras held the view that while 
customs and excise should belong to the centrcal exchequer a por- 
tion of the proceeds should be assigned for road development.^ 
Bkit the Road Development Committee did not accept the pre- 
vailing views on the subject of motor taxation earmarked for the 
development of transport. "Whatever theories may bo held 
they point out, ‘‘ it is a fact that the present financial system in 
India requires various forms of transport to contribute to the 
general revenues, and the exemption of motor transport would not 
be a practical proposal. Our conclusion is that some additional 
taxation might be imposed on motor transport for purposes of 
road deyelopment over and above the existing taxation for general 
revenues.’’^ The findings of the Committee are not based on actual 
facts. It is a matter of common knowledge that the central reve- 
nues are expanding and that the provincial revenues which are 
saddled with the onerous duties of nation-building such as road 
development are stationary and not sxifficient to meet the demands 
upon them. The Coniral Government can well afford to release 

l Vide Indian Iload I ^evelopniont Committee, Kvidonce, Vol. T, Madras Memoran- 
dum, pp. 15 and 16; Bombay Mernorandijm, pp. 64 and 65; U.P. Memorandum, 
pp. 109 and 103; C.P. Memorandum, pp. 910 and 211; Bihar and Orissa Memo- 
randum, pp. 190 and 191. 

4 Vi(U Beport of the Indian Boad Development Committee, p, 36, para 
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a part of its funds for so important a task as the finance of road 
construction and road maintenance in the provinces. 

The revenues from motor vehicles including parts and aeces** 
sories, tyres and tube?, in 195J7 was Rs. 147 lakhs and the revenue 
from motor spirit was Ra. 124 lakhsi. The Committee, in spite of 
the pressure of public opinion, did not recommend that either of 
these two receipts or both of thdn should be eanuarked for the 
specific needs of transport, but instead reconmitmded and their 
recommendation has been accepted by the (jovernment of India 
that the duty on motor spirit might be raised from 4 as. to C as. 
per gallon provided that the additional 2 as. is spent on road 
development. The amount from the additional duty was estimated 
to yield lls. 63 lakhs. This sum. will not go far to finance road 
development throughout India. In 1^27 the provinces spent 
Rs. 804 lakhs on roads while Madras alone spent Rs. 110 lakhs, 
Bombay 80, Bengal (Wi. Tinder the scheme Madras will got only 
Ks. 7*44 lakhs, Bombay 9*80, Bengal (H-BO. The Committee, how- 
ever, has acce])ted in theory the princi])le that motor taxes should 
be applied to road deTeloi)ment. In the words of the Reimrt, 
Further, if the lime arrives when it is possible to abolish or* 
reduce taxation on motor spirit for general revenues, we are of 
opinion that the (jovernment of India, should consider the desir- 
ability of retaining the tax for j)iiri)Oses of road development.^’® 

In conformity with the bulk of the evidence t(*ridered before 
the (Jommittee the yield from motor taxation may be spent entire- 
ly or in part on road development. (k)iicretely the import duty and 
the excise duty on motor spirit may be earmarked for road expendi- 
ture. At the rate of 6 as. a gallon the duty will yield Rs. 188 
lakhs, an amount which under the present conditions may be deem- 
ed sufficient for the purpose of road construction and road mainte- 
nance. Moreover the duty on motor spirit is a rapidly expanding 
sonree of revenue because the consumption of petrol has been in- 
creasing annually at the rate of about 30 per cent compound 

5 Vide Keijort of the IniJian Hoad Development (’ommittee, p. 38, para. 66. 



498 


V. L. d’sOUZA 

interest. With the rate at G as. and with no enhancement the petrol 
duty may in course of time be expected to bring much more than 
its estimated yield of Rs. 188 lakhs in 1928. Two conditions 
should be attached to the distribution of the grants among the 
provinces ; that the proceeds be spent primarily on arterial roads 
and roads of provincial importance and that such expenditure to 
be additional to and not in place of any normal expenditure on 
roads. The Central Fund should, however, be available to finance 
interest and sinking fund charges on capital roads works construct- 
ed out of loans by provincial governments. 

A petrol tax is the fairest form of taxation on motor trans- 
port.’ It automatically adjusts payment to service. It propor- 
tions the tax to road use. It imposes the licaviest charge on the 
luxury car and the heavy lorry which exercise the greatest pres- 
sure on the road surface* and cause the greatest amount of wear and 
tear. Moreover the price of petrol is a small item in the total 
running costs of a. motor vehicle. Consequently the duty on petrol 
will scarcely be felt by the payer. It is estimated that a duty of 
4 as. per gallon adds only one-fifth of an anna to the total running 
costs per mile which are reckoned at about 6 as.^ 

The apportionment of the revenue from the petrol excise should 
be <letermined according to well-established i^rinciples. In the 
first place a convention somewhat on tlie lines adopted in the Mysore 
State to utilise for expenditure on roads all the realizations from 
tolls and fees levied on motor transport should be established 
whereby the TiOgislative Assembly would annually vote the ])roceed8 
of the petrol duty in a block grant for road development. Un- 
expected balances should not lapse, but should be carried over for 
expenditure in the following year. As the grants cannot be utilis- 
ed effectively unless some continuity is assured a convention should 
be drawn up for a period of years, say ten years, after which the 
position may be reconsidered. A similar plan has been devised 


6 Vide Beport of the Indian Boad Development Committee, p. 87, para. 66. 
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by the Road Development Committee for the proceeds of the addi- 
tional duty on petrol recommended by them. 

In the second place the principles regarding the expenditure 
of the annual grant should be definitely laid down and embodied 
in a formula. There are three sets of c laims on the Road Fund : 
tlu pro\iiK'es, the Indian States who like the provinces pay the 
petrol duty and a s])ecial provision recpiired for road research and 
investigation and tor those projects of all-India importance such 
as military loads which do not interest the jmovinces or local 
bodies. If is safe to set aside 10 j^er cent of the annual revenue 
from the proposed duty on motor s])irit to meet the claims of the 
Indian Slates and 15 ])er (‘ent for the special i)rovision for research 
and projects of all-India importance. The balance is to be distri- 
buted among the Provinces somewhat on the ])riiU‘iples accepted 
by the TT.S.A. in fhe apportionment of the federal aid among thel 
States on projects of road development. Briefly the factors to be 
considered are cultivated area, po])iilation, road (expenditure and 
peirol consum])tion. Each facflor by itself will not furnish a satis- 
factory criterion for the allocation of the grant, but all the factors 
taken together will correct the shortcomings of each factor and 
will result in an equitable distribution of the revenue from the 
petrol duty every year. The Road Development Oommittee pro- 
poses that the i)roceeds of the additional duty on motor spirit 
recommended by them should after due provision for road research, 
the share of the Indian States and for road projects of exceptional 
importance be apportioned among the ])rovince8 in the ratio that 
the consumption of petrol in each province bears to the total con- 
sumption in India in each year. The formula adopted by the 
(/ommittee in spite of the cpialificiations will result in the appor- 
tionment of large shares to provinces with the large towns and 
not necessarily to j>rovinces whose needs for road development are 
the greatest. 

From the point of view of financial theory the method of 
earmarking a particular revenue for a particular expenditure is 
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tmsound. Bltit the principle admits of modifications in practice. 
The object of the method in the present case is to enable govern- 
ment to allocate more money to the special object of road-build- 
ing than they do already. The provinces have not the funds for a 
comprehensive scheme of road development necessary in the best 
interests of the country ; the Central Government has the funds, but 
not the responsibility for communications ; the Central Government 
moreover del ives considerable revenue from taxation of transport 
and ajiplies it not to road-building which would Im its justification 
but for purposes of general revenue which violates the principle 
of tax (PH transport for transport. Under the circumstances a parti- 
cular tax for particular expenditure, viz., the petrol tax for road 
develojiment is well-grounded in principle, especially so when a 
grant from the central road fund is conditional upon maintenance 
at the normal expenditure on roads from the provincial revenues. 

A well-balanced system of provincial taxation on motor trans- 
port should include petrol duty, fees for registration and for 
drivers’ licenses, vehicle taxation and fecvs for vehicles plying for 
hire. The petrol duty at fi as. a gallon has approached the limits 
of economic productivity. Concentration of a tax on a single com- 
modity is no-t so advantageous as taxation spread over seveml 
commodities. Further heavy taxation of petrol might stimulate 
the use of petrol substitutes which may not be so easily amenable 
to taxation as petrol. Hence the Provincial Governments should 
seek other sources of revenue to supplement their share in petrol 
taxation. Pees for registration and for drivers’ licenses are levied 
in most provinces ; but as they are intended to cover only the cost 
of administration they yield no surplus for road development. 
Vehicle taxation is a common method of taxing motor transport 
in foTedgn countries. For example, in Great BHtain the vehicle 
tax is the mainstay of the Road Fund, producing in 1927 a revenue 
of £17 million out of a total of £18 million. Except in the 
Punjab and the United Provinces, and except for a few local bodies 
in the Majdras Presideurcy there is vehicle taxation in India. 
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The provinces might with advantage explore this source of reve- 
nue for road development. Oentral taxation on motor transport 
has been considerably reduced in recent years and the Provincial 
Governments should s'dze the opportunity to impose taxation on 
the users of motor vehicles to develop thei^ system of road com- 
munication. The Ti)xiition Knqniry Committee recommended that 
motor-vehicle taxation sliould he provincial and not local and that 
local bodies w hich now draw revenue from motor vehicles should 
receive compensation. ^ The tax, however, is not likely to be very 
productive. In tbe F.P. it yielded only lls. 2 lakhs, and in the 
Punjab in spite of an elaborate s(*hedule of rates the total receipts 
in U)27 were less than Its. 3 lakhs. Just ns considerations of uni- 
formity reciuiro vehicle taxation to be provincial and not local, 
similarly it would l)e advantageous if the provin(*ial taxation on 
motors were uniform throughout Indio. As regards the scale of 
licenses for vehicles ]dying for hire one particular o^pect has to 
bo stressed. Such vehicles do serious damage to the roads. The 
license fee may be utilised to limit tbe number of vehicles that may 
ply on a given road and thus adjust public traffic to road capacity. 
It is the practice in most countries that the proceeds of such licen- 
ses go to the local authorities. The Provincial Governments how- 
ever may elaborate a scheme to enable local authorities to derive 
revenue from such sources with due regard to the problem of cor- 
relating the road traffic with the capacity of the road to sustain 
the traffic. To reach the rciad users other than owners of motor 
vehicles special t^xes may be levied. Bullock carts do consider- 
able damage to roads. They should therefore pay a small annual 
tax to the local authorities such as District Boards. Where no 
road-cess is levied and where tolls, are not in force an annual tax 
on carts appears to be fair and hired carts may be taxed at a 
heavier rate than those used by the cultivator. 

On account of the many different forms of taxation — central, 
provincial, local — on transport, there is a risk that the total weight 

7 Vide Report of the Taxation Enquiry Cominittee, p. 303, para, 413, 
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of taxation may be so great as to hamper the trade. Moreover 
taxation by one authority encroaches on the fisc*ul sphere of an- 
other. For example, under the Scheduled Taxes Rules it is within 
the competence of the local, provincial and central authorities to 
impose a tax on motor vehicles. Fnder the Devolution Rules how- 
ever it is practicable to fix maximum limits of taxation on motor 
by local bodies and Provincial Governments. Similarly in the 
case of i)etrol it will be necessary to delimit the fiscal powers of 
the various taxing authorities. There are two feasible alterna- 
tives. One is that the Central Government imposes a rate suffi- 
cient to cover expenditure on all-India roads while the provinces 
add a further rate sufficient to cover expenditure on their own 
roads. It has the disadvantage that two authorities rely on the 
same source of revenue and one of them by over-taxation may 
damage the other’s revenue. It may then become necessary for 
the Central Government to limit the ])rovinces’ power of taxation 
which will be looked upon by the provinces as interference with 
and encroachment upon their just domain. The other alternative 
is that the whole of the tax on ])etrol should he levied and realised 
by the Central Government and distribution made to the Provincial 
Governments and through them to the local bodies to (‘ompensate 
them for the surrender of their power of taxation. 

4, Reform of Road Finanoe: Misoellaneous. 

It remains to consider how far road development may proper- 
ly he financed from loans. On this subject there is great differ- 
ence of opinion. The Royal Commission on Agriculture advocated 
financing of roads by loans. In their opinion, The develojiment 
of all roads would undoubtedly be much more rapid if the policy 
of financing a road programme from loans rather than from current 
revenues were accepted. The Road Development Committee on 
the other hand opined that they would deprecate large schemes 


8 Vide Report of the Koyal Commission on Agriculture, p. 374, para. 306. 
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of road expansion financed by loans, for the service of which 
provincial revenues might be mortgaged for long periods, 
while other departments of government which may not be less 
important are starved Of the Provincial (xovernments the 
Punjab memorandum laid down that ordinarily road development 
should be financed out of ordinai'y revenue while Madras, Bengal, 
Bombay, the United Provinces, Bihar and Orissa, and Central Pro- 
vinces made it (dear in their memorandum ihat in their opinion load 
development is a proper charge on < ajiital and should be financed 
from loans. 

Those who do not favour a loan policy point out that the con- 
struction of a road, generally speaking, is not a productive under- 
taking, the capital and recurring charges being heavy and direct 
return com])arativoly small. They lay special stress on the rapidi- 
ty with which the annual charges of maintenance increase and 
threaten to outrun the financial resourctes of the provincial authori- 
ties. They, liowever, make an €'xce})tion in the case of early 
stages of a program mo of road construction in a province which 
can confidently look forward to new retnrring receipts with the 
develojiinent of the country with which the maintenance costs and 
debt charges can be met, and also in the case of a bridge since 
tile recurring cost of maintenance as compared with that of a road 
is negligible. On the other hand, those who favour road-building 
out of capital costs urge the necessity for rapid develoiinient of 
roads and the incapacity of current nwenue to finance them. As 
in all works of permanent utility the burden should be borne not 
by the budget of any jiarticular year, but should l>e distributed 
in the shape of interest payments and sinking fund charges over 
the lifetime of the asset the annual amount required for the amor- 
tization of the loans raised tor the purpose of road (“onstrucAion 


9 Vide Report of the Indian Road Development Committee, p. 46, para. 84. 

10 Vide Road Development Committee, Evidence, Vol. T, pp. 324, 14, 62, 88, 
96, 187 , 209 respectively. 

F. 25 
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.sliould not be a lieavy charge on a province as roads and works 
connected with them are works of a ({uasi-permaiient character. 

It is not possible to define the limits within which construc- 
tion of bridges and roads should be provided by means of borrow- 
ed capital or (iirrent revenues. Ordinarily current revenues are 
inadequate to finance large schemes. At the same time it must be 
borne in mind tlu^t borrowing must depend on Ihe capacity of the 
])r()viiicial binlget to bear the debt cliarges. It may be laid down 
as a g(meral proj)osition that large schemes may be financed from 
loans and small s(*hemes from rc'veiiiKs and that funds raised by 
special taxation earmarked for road development or grants from 
central revenues foi* roinl development should be used primarily to 
cover d(‘bt charges in the cas(» of the large schemes and only the 
balance to su])])lement revenue iu the case of small schemes. 

It is freijiiently suggested that railways may contribute to- 
wards the construction and upk(»e]) of road which is mainly used 
as a feeder to a lailway station. Tlie local body very often incurs 
heavy exy)(uiditur(» on such roads without much benefit to the area 
through wliich tlie roads ])ass. When jmessed tor an answer the 
Railway Hoard sought shelter in the Indian Railways Act and 
the Devolution Rules which, as they stand, make it doubtful 
whetlu'r any contribution is legally permissildc'.'*^ It would be 
desirable to ameud the existing law so that the railways may be 
compelled, or at least ])(‘rmitted to contribute to the cost of build- 
ing and maintaining feeder roads which l>ring traftic to their 
stations. 

Another direction from which financial assistance may come 
to the road authorities is the army. The aiiny is interested in roads 
in more tlian one way. It ust\s roads for military trans])ort in 
times of peace and it also uses roads for mobilisation in limes of war. 
Furtlier as is stated in the written memorandum submitted by the 

11 Vide Eoad npvelopinrnt Cotniniiteo, Evidence, Vol. TT, Oral Evidence of the 
Secretary to the Government of India, Finanee Department, p. 190 ef, fteq. 

12 Ibid , pp. 444 and 445. 
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Army Headquarters any measures tending to increase the scope 
of meehani(*a] trans])ort ill bmefit the Army.^^ No country can 
maintain in jieace suHicieni mechanical transport to meet its poten- 
tial war re((uireinents. Therefore every encouragement givtui to 
civil transport increases the value of roads for military purposes. 
Apart from the dire'ct and indirect benefits derived by the army 
from the roads constructed and maintained by civilian expenditure 
military trans])ort causes heavy damage* to the roads. It would 
thus be fair to exj)ect, ttu* army to make a contribution towards 
(‘ost of repair for damages done liy it and tow^ards the upkeep of 
those roads which are of gr(*ai importan(‘e such as the trunk 
roads. At juesent a |)art of the cost in tlie (\nitonment area and 
in the North-West Frontier Province is borne by the Army 
lliidget. The princi])le should be extended vso as to cover all those 
road systems which are of military value and to which serious 
damage is done by military transport. 

Tolls are a (ommon method of raising revenue with Indian 
Proviuc<\s. Hoad tolls are levied by all the local boards in the 
Madras Presidency at rates which are subject to a maximum fixed 
by the (Toverinnent under the Act. The incotne of the local boards 
from this source is very large, bec'ause the great bulk of the roads 
is maintained by ttn^ local bodies Avhose resoinces ai'e none too great 
for the services entnisted to then). In 1924 the total realisations 
amounted to lis. 29 lakhs. In Poml)ay they are levied on main 
roads by the Government and on minor roads 1)y the loc al authori- 
ties. In the TTnitcd Provinces a large sum is raised by tolls. 
In the remaining provinces tolls are not levied at all or levied only 
for special pin 7 )oses such as the construction of a bridge. 

Road tolls are a nj(*thod of taxing tlie users of ihe roads for 
the pur])oses of the roads. It is generally claimed that they are 
paid in direct proportion to the use made of the road, that they 
are ]:aid onlv in small sums and that it is a form of iaxation w^hich 

13 Tbid., p. 438. 

14 Vide Report of ibe Taxation Enquiry Coraniittee, p. 301, para. 415, 
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in a poor country like India cannot be easily replaced. But tons 
have met with universal condemnation at the hands of all but those 
that levy them. The Taxation Enquiry Committee as well as the 
Road Development Committee have declared against them with 
unequivocal voice on the grounds that they obstruct and delay 
traffic, that they interfere with inter-provincial movement of goods 
and that they eai into the })rofits of the small agricultural producer. 
Both the (committees have recommended that tolls on traffic should 
be abolished and thai, in (heir place, it would l>e prardicable tf) levy, 
as in England, a provincial tax on motor vehides the proceeds 
of which may be given over to the local bodies responsible for 
the maintenance of roads. Tolls on bridges, however, must be 
distinguished from road tolls in general. Tolls in such cases may 
make a substantial contribution towards the cost of tlie work 
without which perhaps it could not be undertaken. 

Surcharges on land revenue, cesses as they are called techni- 
cally, are an important source of revenue for local bodies in India 
on whom rests the responsibility of maintaining most of the roads 
in their areas. In Madras, Bombay, the Punjab, Burma, Central 
Provinces and Assam the realisations from the land-cess are used 
by the district boards not merely for the purposes of roads but also 
for medical relief, education, veterinary, etc.^^ In Bihar and Orissa 
the local cess includes both road cess and ]>ublic works cess 
end is levied at the rate of one anna on each rupee of the annual 
value of lands and the annual net profits of mines, quarries, tram- 
ways and railways. 17 Bengal the yield of the local rate known 
as Road and Public Works Cess which is paid by all who 
pay land revenue at the rate of 6 pies per rupee is made 


15 Vide "Report of the Taxation Enquiry Cominittce, p. 302, para. 418; Report 
of the Road Development Committee, p. 52, para. 94. 

16 Vide Report of the Taxation Enquiry Committee, p. 311 ; Road Development 
Committee, Evidence, Vol. I, pp. 17, 68, 87, 161, 313, 251 respectively. 

17 Vide Road Development Committee, Evidence, Vol. I, p. 192. 
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over to district boards for the construction and inaintenance of 
roads. 

The priiudpal merit of the land ccvss lies in the (onsideration 
that it is a tax in ran applied foi* thi benefit of pr()])erty which 
profits by the activities of the local boardvS. And when the pro- 
ceeds of llie local rate either in foto o]* in part are specifically ear- 
marked for improvement of commiini(*ations it answers to the 
regulating* piinciple of local taxation, vi/.., chargfvs levied accord- 
ing to benefiis received. The tendency in the i>olicy of the Provin- 
cial (lovernments is in the dinction of a standardisation of the 
u.te of land revenue at a comparatively low rate, thus making it 
possible for local bodies to derive an in(*re‘ising share of their 
revenue from land. In these circumsian(*es the obstacles to an 
increase in the local rates (Hsup]>ear. The distri(*t boards will 
then have at their command a field of taxation wdiich will enable 
them to a great extent to discharge their onerous respousibiliiies 
such as coiniminicaiions, medical relief, education and public 
bealth.i^ 

District roads are loads connecting district headcpiarters to 
talisil bead()uarters or to large markets or roads connecting one 
district with another. These roads should be constructed and 
maintained from piovimaiil and local levenuc on a 5f) ; 50 basis. 
Construction and maintcuiance should be through the agency of the 
District Hoard Staff but under the su])ervision of the Provincial 
Road Board. 

The nc'cessity for the development of roads other than main 
roads has often bc^en lost sight of. Thus the Road Development 
Ocjmmittee was bound by the terms of reference to consider the 
arterial roads of India and its Report offers no guidance on the 
subject of subsidiary roads and village (jommunications. The 
main roads may be ade(|uate for every form of transport, but they 


p. 87. 

19 Vide Report of the Taxation Enquiry Committee, p. 313, para. 489. 
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will be of little benefit to the cultivator if lie huvS no acicess to them. 
What mattern most to him and therefore to rural welfare general- 
ly is the state of the road between liis village and the main road 
and his market. The Koyal Commission on Agriculture considered 
it unfortunate that the growing sense of the need for im])roving 
main roads should divert attention from the need for imi)roving the 
subsidiary (‘ommunications which are of even greater im])ortanee 
to the cjltivator. In their opinion along with the }>olie.y of deve- 
loping main roads should go that of developing communications 
between them and the villages Avhich arc' not situated immediately 
on them. 

The development of village roads like the develo])mc*nt of the 
main highways is a matter of finance. Tln'ie is no doubt that the 
construction of new roads is beyond the resource's of the villages 
or their ])anchayets and assistanc'e from piovincial or local board 
funds will be re([uir('d. Some of the Provinces have already realis- 
ed the need iov village roads and the' jiaucity oi village resources, 
fn Madras the (}•()vernment gives an annual grant of several lakhs 
oF rupees for the construction of village roads subject to the (*undi- 
tion that an ecjual amount is provided by the district lioard. In 
Ihirma too there is sj)ecial provision for rural communications 
which amounts to about a lakh of rupees every >ear. In the 
Punjab the Communications Hoard has offered a two-thirds grant- 
in-aid to any district board which submits a programme for improv- 
ing village roads in a group of villages. The maintenance' of the 
village roads as distinguished from construction is on a different 
footing. That is a matter entirely for the village community. 
Even where their financial resources are not adequate enough to 
carry the small burden of maintaining the village roads they could 
utilise the cor])orate labour of the village for this purpose. 
There are long periods in the year when the villager is compelled 
by the exigencies of his occupation to be idle and the utilisation of 
some of the spare time on the improvement of his roads should 
make a strong appeal to him. The panchayets reviving the tradi- 
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lions of coi7)orate labour in the villages of India should prove use- 
ful agents for this purpose. 

5. Co-ordination of Road Development. 

The rising cost of labour and material, the increasing strain 
on Ihe local lesources and the rapid expansion of motor traffic have 
convinc»^d the Provincial (Toverninenis that constinction and main- 
tenance of roads are no longer matters of jmrely lo(‘al concern. 
Eoad Boards have l)een established in Madras, Bombay, the United 
Ib’ovinees, the Punjab and Burma . 20 Their functions are in the 
main to advise the Government in Ihe form of recommendations on 
all jiroblems relating to the extension, classification and financing 
of roads. But in the Punjab and Burma Ihe (Uiiumunicaiions 
Board, as it is called in those provinces, lias large functions of 
control and initiation oi road scheims. The Punjab Board not only 
classifies the roads but also adininisters the grant-in-aid from pro- 
vincial funds which are given for construction and maintenance. 
The Biurma Board exen ises similar powers. In 1924 it considered 
241 jirojects and a])])roved of work of the value of Rs. 467 laklis. 
The Board has becm of great use in securing from the Begis- 
lative Ck)uncil the supjily of funds necessary to carry through the 
programme of work which has been discussed and settled by the 
Board. 

It has been suggested by the Local Goveumments in their 
memoranda to the Road Developimuit (-ommittee that as just as 
the Provinces have their own Road Boards so also a dentral Road 
Board should be created by the Government of India to (‘oordi- 
nate road dovelopnumt throughout the country. The suggestion 
involv(*s that the Board should be an independent executive body 
charged with the administration of a specific road fund siich as 
the one arising from the proceeds of taxation on motor vehicles 
or motor spirit earmarked for this ])urj)ose. The creation of a 
Road Board like the one contemplated by the suggestion would 


20 Vide Report of tlie Royal Coumiiftsion on Agriculture, p. t372. 
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be an encroachment on the proper sphere of the Government which 
is not justified by the circumstances. Neither can a subject which 
is closely associated with the economic life of the country and 
with many branches of public administraiion be removed from the 
control of the Legislature. It will also lead to undue interference 
and friction with the local governments. In foreign countries the 
administrative authority for roads is not an independent board, but 
simply a department of government which controls all branche| 
of transport including roads, e.g., the Ministry of Transport in 
Great Ibitain, the Federal department of Agriculture in U.S.A., 
the National Service of Koads and Fridges in France. Working 
on these lines the Government of India should bring together all 
injitters delating to iraiisport into one Department of (Communica- 
tions, Such, in fact, was the rec'ominendation of the Indian Ilail-^ 
ways Committee and it has been re]<eate(l by the Indian Iletrench- 
ment Committee and Hoad Development (Joinmittee. 

There is general agreement that there should l)e some 
authority other than a technical dc])artinent of Government to 
co-ordinate the road programme of the Provinces, to study ques^ 
tions relating to tlie construction and maintenance of roads, to 
provide for road research, to ( olleet statistics and to advise with 
taxation of road transport. The Road Development Committee 
has made the most useful suggestion that there should be a Road 
(Conference of representatives of the Government of India, and the 
Local Governments who would meet from time to time to exchange 
view^s on matters of common concern and to co-ordinate the work 
of the Provinces. 

There remains the problem of administering the grants from 
central revenues for road-building like the i)r()eee(ls of the petrol 
duty whi(;h, it is recommended in this Paper, should be set aside 
for the construction and maintenance of roads. A convention 
should be established w^hereby the liK'gislative Assembly would 
vote the yield of the petrol duty as a block grant for expenditure 
on road development. To ensure continuity to the Provinces the 
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convention should last for a period of years and the unexpected 
balances of any one year should be carried to the next year. The 
Assembly may exercise control over the expenditure of the annual 
^rant in three ways : lu the first place it will have to approve the 
general principles according to which the grant may be spent. 
Secondly it will appoint a sub-committee without whose approval 
n(' expenditure from the annual grant shall be incuired. Thirdly 
it will have its own Standing Committee for Roads which would 
advise the Governor-General in (Council on all matters relating to 
roads. 
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SYNOPSIS 

Indeed the chief defect in the present financial system is the 
inelasticity of provincial revenues, but we will be making a dan- 
gerous mistake if we suppose that the needs of the Centrail Govern- 
ment are contracting or will remain stationary ; for, the function 
of the Government of India as a co-ordinating agency in the deve- 
lopmental services is bound to increase in the future. Therefore, 
any sound scheme of financial reconstruction must provide for 
elastic resources both for the Central Government and for the pro- 
vinces. 

Two principal methods have been suggested for re-adjusting 
the present system — (1) the transfer of income-tax to the provin- 
ces and excise to the (Vritral Government, and (2) making income- 
tax the balancing factor. Of these the second seems the more 
desirable. How is income-tax to be made a balancing factor 5^ 
Not by two separate income-taxes as in Australia, nor by sur- 
charges UvS in Continental Europe, but by one central levy, the 
collections being distributed between the provinces in some equi- 
table manner. 

The division of the income-tax revenue between the two 
governments may be made (i) in fixed proportions, or (ii) by dis- 
tributing the revenue from the various sources to each govern- 
ment according to their natural affinities; or better still (iii) by 
making it paid: of a national fund from which grants may l>e made 
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to the various provinces according: to their real needvS. As income- 
tax is not the only revenue to be so distributed, and as uniformity 
of progress between provinccvs is desirable, the third alternative 
seems to be the most acceptable, provided the national fund is so 
administered as not to result in the evils which the system of doles 
gave rise to in the past. 


The present system of fiiiaiicial a])portionmcnt between the 
(government of India and the proviiu ial govijrnmeiits is considered 
to be defective in the following respects : — 

1. Ti. favours the ‘ agricultural ’ jnovinces at the t'xpense 
of the ‘ manufacturing ’ provim c' 

2. The sources of revenue allotted to the i)rovince8 are rather 
inelastic, whilst i)roviu(dal expenditure is expanding and must 
expand in the interests of national dev(doi)ment. 

tb To the (\*ntral (Government have been assigned elastic 
sour( cs of revenue, although its needs are not expansive. 

4. TTnder the present system there is considerable ditference 
between provinces in their per vapifa burden of taxation. 

5. The incidence of our tax-system is not equitably distri- 
buted as between the economic groups in the country. 

Of the above j)oints of criticism, the first is l)ascd upon a 
fallacious inter]jretation of the past history of financial relations 
between the (hmtral OovernmenI and ihe provinces; and the 
fourth, which is allied to the first, is untenable, as we have no 
scientific data for ac’curately estimating the incidence of the 
Indian tax-system as a whole. Further, even if it were true that 
the per capita incidence varies from province to province, our 
tax-system would not stand condemned hy that fact alone; for, 
their per capita income also varies similarly, and hence their tax- 
able capacities. Further, it is but reasonable that those who bene- 
fit most by the Central Government and its agencies should 
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contribute more for its upkeep tlian otters who benefit less. 1 shall 
not enlarge upon these two points as they have been adetiuately 
examined elsewhere, rurther, there is nothing gained at the 
present juncture by exposing the iniquities oi our financial sys- 
tem in the past. As the Government of Bombay has rightly point- 
ed out in its memoiandum to the JSimon Commission, whatever 
may have been the gains or losses of the dift'erent provinces in 
the past, considerations ol piacticability require that any pro- 
posed change should not affect the various provinces adversely as 
comiiured with their present financial position.” We will, there- 
fore assume that from no province will be taken away any pari 
of the resources now enjoyed by it, although a re-adjustment might 
change the sources wherefrom the ^ireseiit revenues accrue. 

The second, third and hfth points of criticism raise really 
material issues, and any suggestions for the re-adjustment of the 
system must necessarily concentrate on them. 

The central problem lacing us may therefore be stated thus: — 
The most fruitful sources ol taxation in any developing country 
are customs and income-tax. These sources are in India allotted 
to the Central Guvernineiit, while the provin(‘es have got to pull 
on, as best as they could, with such stationary or falling sources 
as land-revenue and excise duties. This state of things does not 
square with the nature of expenditure wliich these two govern- 
ments have got to meet, hor, whilst the financial requirements 
of tile Central Government are comparatively stationary, the pro- 
vinces have to administer such expansive services as education, 
medical aid, sanitation, agriculture and industries, which are so 
essential for the maferial and social development of the nation. 
The result has been that in many i)roviiices, the Ministers who 
were placed in charge of the ‘ transferred ’ functions of Govern- 
ment found it difficult to do justice to their duties. 

The above statement of the case is liable to a serious mis- 
understanding. Whilst it is true that the provincial services are 
of great immediate utility and call for urgent development, it is 
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not lair to say that the central services are stationary or that those 
services are of less nrgeiit need to the nation. Those who regard 
the central services in that light have in mind the large sums spent 
on military etiuipment. It is easy to inveigh against military 
expenditure hut it is not so easy io discover means whereby that 
expenditure could be substantially cut down. In spite of the 
Jienigue of Nations' discussion<? and the Hague Conferences, dis- 
armament is still only a distant goal; at any :ate, it will be rather 
long before war is abolished from our part of th.» world. Nor will 
the attainment of the goal of self-governnnmt improve the situa- 
tion, because » self-governing India will have obviously to spend 
larger sums for its army and will have to create a new navy in 
addition. 

Even in the develo})mental services, the (XiM'iiditure of the 
Government of India is likely to increase in the future. (V)nsider- 
ing the ra})idly growing speed of long-distance transport — mui'k 
the imj)ending success of '*011111)01 cial aviation — it is (*(‘rtain that 
the world is fast shrinking into a little ]dace and t veil the sub- 
continent of India may soon become a countrv of short distaiicevs. 
This will necessitati' the Central (Government assuming (*ertain 
new functions and extending others which are now inadefj[iiately 
fulfilled. Already in many develoinnenl servic'es, the Central 
(Government has been comiielled to fulfil a co-oidinating function, 
esiiecially in regard to researcli, and judging fiom recent dtwelop- 
inents in the United States and oth(*r ledt'ral countries, this func- 
tion of the central authority is bound to inc!*( ase in future both 
in extent and intmisity. In agriculture aloiug a subject controlled 
by the constituent States, the Federal Government of the U.S.A. 
s])ent in li/iS muuiy KiO million dollars (about 44 crores of rupees) 
which is equivalent to a third of the whole annual expenditure of 
the (iovernnient ol India. Our country has only started on this 
road by establishing the (Council of Agricultural liesearch, and 
all indi(*ations point to a large exjiansion of such essentially need- 
ed central activity in spheres which are primarily provincial. As 
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the Koyal Coinmisisioii on Indian Agriculture has pointed out, 
India’s need lor fcdtial expenditure in agriculture are as great 
as those of the U.S.A., and only the means are lacking at present. 
In these circumstances would it not be futile to limit the revenue 
resources of the Central Government!^ And how much more mis- 
chievous would it be to limit its future expenditure (as has been 
done by certain recent writers) by iixing a round sum, which is 
below the 2)resent level of ex2)endituie 

It is not denied that the 2>^‘ovincial services are expanding 
and must expand in the interests of social develo2)ment. They 
must be ^novicled Jor by anding expansive sources of revenue, but 
this should not be at the exx)ense of the central revenues {pace 
Government of Jiombay). l 5 oih the Central Government and the 
piovinces must be given some elastic sources of revenue and must 
be enabled to fullii their growing functions : the one need not look 
for gaining at the CApense of the other. There must be found 
means tor additional taxation in order to increase the resources 
ol both. 

The re-adjustment of the financial system involves two 
things — (i) ai)portionment of the existing le venues on a new 
basis and (ii) the imiiosition of new taxes to meet the growing 
expenditure in the provinces. Of these, I shall deal mainly with 
the first in the lyiesent paper. 

Many alternatives might be suggested for giving the provin- 
cial goveinmcnts some expansive resources. I shall here consider 
only tw o of them : 

(a) Transfer income-tax to the provinces and excise to the 

Central Government. 

(b) Divide income-tax between the Central and Provincial 

Governments, and make up for the deficit in the 
central budget by centralizing non-judicial stamps. 

The first suggestion may, prinia facie, appear feasible and 
even generous to the Central Government since the new revenue 
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head which it would come by would bring to it Rs. 19 crores in 
place of the Rs. IG crores which it now receives as income-tax. 
Dther points that might be urged in its favoiir are: (1) that it 
would be in keeping with federal practice elsewhere; (2) that the 
existing anomalies in excise rates between the provinces might be 
done away with by introducing uniform law and rates ; and (t^) that 
any effective restriction in the use of liquor is only ]>ossible if 
]Airsu(Ml as a central m^'asure which will affect Indian States as 
well as the Provinces. 

Against the ceniralization of excise may he urged : (I) ihat the 
conditions of India in respect of the manufacturing of li(iiw)r are 
not on all foun. witli those of the tederal countries; (2) that the 
(Central (jovernnH nt would find it difficult to st iffen up adminis- 
tration and sup])iess illicit pra(‘tices in a lit^ld which so closely 
touches the lives of the ])eo])le; and (3) a more important reason: 
To make ])rohibith)n lunge upon the reduction of nnlitary ex])en- 
diture may weaken the defence of the country. As Adam Smith 
has remajked, defence is moiu impoiiant than o])ulen(‘e, and it 
is in the highest interests of the country to give the Oentral 
Government more stable and certain souices of revenue than litpior 
excises, which are to-day threatened with extinction by the pro- 
gress of the ]U’ohibition movement. 

In these cijcumstances, the first alternative suggestion must 
be given up as imi)racti cable and even dangcuous. To centralize 
non-judicial stamps is quite a simple matter, for this was vehe- 
mently urged by most j.rovinces in lh'19, and the Finance Mem- 
bers’ Conference of 192(1 had recomimmded it. But when we come 
to the question of dividing the income-tax, we are up against in- 
numerable difficulties, technical, legal and even moral. 

Being a source of revenue with diverse ramifications, income- 
tax cannot be said to belong by natural right to the Oentral 
Government or the provinces unlike land-tax or customs. N’either 
the C(>ntral Government nor the provinces can put forward any 
exclusive claim for it, as the income of the people is the central 
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source from which the colfers of both government's should be 
filled. Hence the practice in most federal countiies, where both 
the Central (iovernment and the provinces levy income-taxes. 

From first principles it is clear that to provincialize income- 
tax wholly would deny to the Central Government one of the most 
('xpansive sources of revenue and would unfairly benefit those 
provinces where incomes ac'crue without bc'ing holly earned 
locally. The lival claims of oiigin and domicile would create 
];roblems not too easy for settlement, especially in the case of 
taxes on companies. It is also clear that to allot it wholly to the 
(kmtral Government, as now, is unfair to the j)rovincial govern- 
ments, under whose immediate jnotection the incomes are earned 
and who would legitimately look forward to an expansive source 
of revenue to meet their expanding ex])enditure. The Meston 
(k)mmittee itself admiiled that it 'would be im])ossible to exclude 
the provinces permanently from a share in the inc'ome-tax reve- 
nues. The conclusion that forces itself upon us is that ineome- 
iax cannot be allotted to any one Government and must he left 
as a balancing factor. Therefore, without reviving the annoying 
system of ‘ divided heads/ a way must be found to a])portion in- 
come-tax between the Central Government and the provinces in 
some equitable manner. 

Various methods may be suggested : — 

1. Separate income-taxes might be levied, as in Australia 
jind TT.S.A. In Australia, two distinct sets of officers collect the 
taxes, while in Massachusetts (TT.S.A.) the federal otficers collect 
the State-tax as w^ell. In either (‘ase, the system is expensive and 
annoying and in Australia it has been condemned bv an exi)ert 
Commission in 1920, and a modification is contemplated. 

2. Another alternative is the system obtaining in France 
and other continental countries, in which the Central Government 
assesses the tax and ccnUnien addifion.nels are added on to it (on the 
model of our cesses) for local purposes. This system, however, 
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will not work in India as our tax is levied at source as well aei at 
destination unlike the coniuiental levies; and further, what is 
adequate for meeting the limited needs of local bodies in the small 
country-states of Europe can hardly suit the requirements of our 
provinces which are themselves as large and populous as the larger 
of those States. 

3. The only feasible system for this country would therefore 

seem to be to allow one government to assess and administer the 
tax, the proceeds being shared by the two governments in some 
equitable manner. The levying authority must certainly be the 
Central (Government, for it is essential that there should be uni- 
formity in the income-tax law and rates of assessment, as any 
variation in those between the provin(*es would create consider- 
able difficulties. 

Various alternative suggestions may be made for the division 
of the proceeds between the two governments. 

1. ' The division may be effected on the basis of pro-- 

poi’tioiis (say, one-half). This is how, in Germany, the income, 
inheritance and turn-over taxes are divided between the Reich and 
the LiinJer (States). The Goveinment of Bombay has leconi- 
mended the division of the income-tax revenue between the cen- 
tral and provincial governments in India on the above basis, but 
this proposal, if carried out, would give rise to complications in 
respect of the rival claims of origin and domicile. The Jknubay 

Government wants to have 5l) per cent of all incomes assessed in 
Bombay Presidency, but it forgets that a good part of the incomes 
accruing in Bombay is earned in other provinces or Indian States, 
and especially in these days when businesses operate on all-India 
scale, we cannot say what j)art of the incomes taxed in a ])articular 
jirovince was earned there. The case of the Tata Concerns is in 
j)oint. Further, such a division may also revive all the annoying 
controversies that the old Divided Heads })roduced in the past. 

2. A second alternative is to divide the income-tax revenue 
into its componeni parts and allot to each goveinment those 

r. 97 
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portions which may legitimately go to it. In such an uppoition- 
ment, all revenue from absentees sUould doubtless go to the Central 
iiovernment, and so should ail super-ta^Les seeing that the larger 
businessmen beneht by cential agencies such as pp^ts and tele- 
graphs, railways and harbours than small traders. On the same 
grounds, the tax on companies may also go to the Central (iovern- 
ment, lor their operations cannot go on without the help of the 
inter-pi ovincial agencies just mentioned, and lunher they are 
regulated by the Indian Companies law. The rest of the income- 
tax collections must go to the provincial governments to meet 
their growing needs. 

Many objections may be laised against the above system of 
apportionment. The first is that a large deficit would result by 
it in the central budget. The revenue derived from personal in- 
comes makes up the bulk of the income-tax collections, and as 
the w’hole of it will go to the provinces, the Central Government's 
funds will be materially reduced. To this, we may answer that 
the rift in the cential hsc may be closed up partly by centralizing 
the non-judicial stamps, and [>artly by levying new taxes. 
Eurther the productiveness of those portions of the income-tax 
which will go to the Central Government may be increased by 
careful nurturing. Is it not possible to levy a separate corpora- 
tion profits tax, as in the U.S.A. ? 

The Government of llombay lays a claim to the whole of 
super-tax collected by it, but it is well to remember that a con- 
siderable portion of such revenue is really earned in some other 
province or in some Indian State and is only assessed and collected 
in Bombay. Such rival claims of origin and domicile make that 
part of the income-tax a legitimate source of central taxation. 

Another argument against the system of distributing income- 
tax is that it does not enable the poorer or less developed provinces 
to increase their revenues. Whilst Bengal, whose income-tax 
collections are 50 per cent of its w hole provincial revenue, would 
indeed gain by the transaction, Central Provinces, and Bihar and 



READJUSTMENT OF IND. FIN. SYSTEM 


521 


Orissa whose income-tax collections represent 6 per cent and 9 per 
cent (respectively) of their total provincial revenues, would gain 
little by this readjustment. If our aim is to enable all the pro- 
vinces to advance at an equal pace, so fai* as possible, any new 
principle of readjustment must take account of the claims of the 
more backward provinces. As Mr. W. T. Tjayton has rightly 
pointed out, the present jiroviiices of India are not suitable, 
self-contained fiscal units entitled to all the revenues arising in 
them — subject only to a proportionate contribution to the central 
budget.” India’s aim is to be a nation and a commonwealth — 
be its constitution federal ; and naturally it follows that the 
Central Government should utili;5c the resources of the country 
in such a manner as to foster the backward provinces without in- 
ordinately sacrificing the advanced ones. At any rate in distri- 
buting those revenues, which are on the borderlands of the central 
and provincial spheres, it is necessary to look to the 7 ieed$ of the 
different provinces. 

3. The recognition of the principle just noted has brought 
to the forefront a new basis for the apportionment of revenues. 
This may be applied not only to income-tax, but to other revenues 
to be levied in future by the Central Government, but Ave will only 
consider it here in relation to income-tax. The proposal is to 
consider the whole income-tax collections as a national fund from 
which the provinces will be given assistance for nation-building 
services by means of grants based on their needs, these being 
measured by their population, extent of territory and so forth, 
and not by their importunities, which have in the past not infre- 
quently influenced the distribution of resources between the 
provinces. 

This system would be analogous to the grants-in-aid from 
federal revenues which largely obtain in F.S.A., Canada, Germany 
and other federal countries and is becoming common even in the 
unitary states for financing local bodies. Nor will it be substan- 
tially different from the system of grants made by Governnient 
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of India to the provincOvS before 19 lO*, the chief difference being 
that the old system arose out of the need for utilizing unwanted 
surpluses accruing in the (central treasury while the new is part 
of a co-ordinated system of finding a steady flow of funds for much- 
needed provincial services, from revenues which can only be 
effectively collected by the (%mtral Government. 

Jn the ideal, a financial system in which all taxes are cudlect- 
ed by one central autlioiity, tlie proc*eeds being distributed among 
the provinces according to thcur real needs, may look very nearly 
]:.erfec‘t, even in the c*ase of a federation; for it would do away 
with all wranglings; all conflicts of lates and law uoald cease, 
and the provinces will have only to devise the l)est means of 
spending tluur resources.^ And in states whose territorial extent 
is limited and whose population is c'conomit'ally homogeneous, 
this would seem to be the most economic*al, cwen if they are federal 
in constitution. Hut in a sub-continent like India whose diversi 
ties arc colossal and whose po])ulation is hcderogcmeous and whose 
jnovinces differ considerably in wealth and in economic avoca- 
tions and capabilities, no such ideal system seems piacdicable. 
In such a country, each province must have its own revenue 
sources which must be ke])t distinct from those of the (Viitral 
Government. Yet even in such a State, over and above the divS- 
tinct revenue resources allotted to the two governments, there 
might be a national fund, fed from central taxes, but utilised for 
supplementing jwovincial revenues, or more particularly, for financ- 
ing those provincial ventures which are essential for national 
development. Income-tax may (juite appropriately become the 
nucleus of such a fund. 

Indeed the ‘ doles ’ made by the Central Government before 
1919 were not very popular with the provinces. They were’ dis- 
liked because of the inttu’ference that they brought on the provin- 
cial governments and because of the inequalities in their distri- 

1 See Report of the Decentralisation Coinmissifni, V(»]. T, pj). 85-— 37, Vol, VITT, 
p. 230, 
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bntioi). AVheii, by some reason, the Oiitial Government’s reve- 
nnes improved in one year, the snrjdiis was utilised in making 
s];erial grantwS to the provinces, earmarked for certain jnirposes 
like education and sanitation; and they had nii liberty to utilise 
those grants for any other more urgent ])urj)ose. Scdiemes had 
to be drawn up by the provincial departments comerned and this 
had to be approved in detail bv tlie (Vntral Govei uuient, an 1 from 
time to time accounts had to be submitted. All this involved 
considerable interference with ])rovincial authoritv and hence the 
loud complaints against those ‘ doles ’ befoie the Decentralisa- 
tion Oommi^sion. Further, jirovinces like Dombay received more 
than their legitimate share of tiiese grants and this also produced 
grumblings in the provinces. ^ There is no d)’il)t that both these 
evils can be avoided, the latter by an acknowledged norm of 
grants and an impartial authority to aj plv it ; and the former 
by a careful definitior of the modes and purposes of supervision 
by the (’entral Oovernimnit. Tn D.S.A., the giant-in-aid, (‘ailed 
Federal Aid, have lately assumed large prouortions, especially in 
agriculture, high roads and vocation education; and although com- 
plaints have been raised against increasing central control, it is 
definitely understood that the supervision exerted is to be of the 
nature of advice or suggestion rather than minute and meticulous 
interference. In (fermany and Canada also, such grants-in-aid 
have become a normal part of their financial systems. 

2 For tlio Major ProvincPB sliaml as follows the recurrin^j jjrants for 

(Hlncation, from H)ll-1‘2 to 191U-20 : — 


Province. 

Popn'ation, 

Grant. 

Madras 

llj mil. 

28-50 lakhs 

Poiiihay 

JOJ mil. 

21-45 lakhs 

Flengal 

45 J mil. 

41-81 lakhs 


Bee Pari. Paper Cind. 074 (1020), Financial Relations, p. 31, 
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To .select between the alternatives above detailed is no easy 
matter. The first may not be advisable as it would not lead to 
equitable results ; but the sec^ond and third present various features 
which are valuable and acceptable. If income-tax w^ere the only 
resource to be partitioned, I for one would have preferred the second 
method mentioned above, but more revenues are now urgently 
needed by the provint'es and as those sources cannot be effectively 
tapped by them, we are constrained to resort to the third alter- 
native of raising certain taxes centrally and distributing their 
proceeds among the provinces. For the efficient and equitable 
working of such a system, a new federal authority is necessary, 
and that authority must be so constituted as to command the 
confidence of the provincial governments. TiTor is the distribution 
of the funds to be left to the unfettered discretion of this new 
authority: a practicable principle of apportionment between the 
provinces must be laid down by rules with statutory sanction. 
Judging from the past history of our financial relations, this latter 
provision is of the utmost importance for ensuring peace and good- 
will between the provinces. 

If the * doles ’ fell into bad odour in olden days, it was 
because an iron system of centralization then governed the rela^ 
tions between the Government of India and the provinces. Now 
that provincial autonomy is within sight and popular control of 
government is steadily advancing, there is no justification for the 
fear about the grants causing undue interference or being distri- 
buted unequally between the provinces. I am among those who 
believe that federalism is the right goal for India, but a rigid 
system of provincial particularism can only be harmful in the 
present conditions of India, and the trend of economic develop- 
ments is altogether against such particularism. Whil'^t it is neces- 
sary to have an autonomous administration for each province, and 
necessary also to make each province depend principally upon taxes 
levied and collected by itself, no real liberty or convenience is 
sacrificed by its receiving, from the central exchequer^ revenue^ 
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needed for supplementing^ its funds, provided the collection and 
distribution of such funds is left to the responsible representatives 
of the people of the province acting under advice from expert 
bodies, whether j)rovIncial or central. This seems to be the most 
practicable way for giving to the provinces the funds required for 
their expanding social utility services, in such a way as to ensure 
some uniformity of progress among the constituent states of the 
future Commonwealth of India. 
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SYNOPSIS. 

I ntrodiiction.— Importance of the Subject. 

Short (le8(friptiou of the present strucjture of the loeiil self- 
govej'inneut. Machinery in Berio‘al — Existing finan(*ial system of 
municipal it its, district hoards and union boards. 

EinaiKoal relations between local bodies and the central autho- 
rity — the loco-national services — how the burdens are to be equi- 
tably adjusted — grants-in-aid — ^the underlying principles of a sound 
graiits-iu-aid policy. 

Three alternatives for the improvement of the financial posi- 
ti(m — (a) Itetienchment of functions; (b) Development of re- 
souiccs; (c) Raising loans — our study mainly conceirns witli the 
second alternative as tlie best of the three. 

Good featuies of the municipal tax-system — ways in whicdi it 
admits ot development — (1) simultaneous levy of the tax on per- 
sons and on holdings in different wards of the same municipality, 
lands and holdings to be sej)arately assesvsed in respect of the hold- 
ings tax; (2) tax on professional incomes to be developed; (3) taxa- 
tion of industrial profits; (4) tax on amusements and advertise- 
ments; (5) license fees and permits; (6) special assessments and 
bettei'inent fees. 

Suggestions for the development ot the resources of the dis- 
trict boards: — (1) Uneained income of landlords to be taxed, 
special assessments to be levied in respect of lands immediately 
benefited by some local improvement; (2) Higher middle classes 
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and professional classes to he taxed through, a state in addition to 
income tax on Prussian (3) Belief from certain obligations 

as recommended by the Decentralisation Commission. Suggestions 
with regard to union boards: — (1) The flat rate to be repla(*ed by 
a variable one varyij.g according to the amount of property asses- 
sed as well as the nature of the source of profit; (2) Tax on liti- 
gation, market and fairs, license fees, etc. Some suggestions 
for the improvemem of assessment, collection, budget-making 
procedure, accounting and audit — Problem of local indebtedness. 

Conclusion. 

Suggestion for the establishment of municipal research bureaus 
to carry on systematic reseaich on problems of local self-govern- 
ment and fi..ance. 


The field of study of local finance in India is a vast one but 
unfortunately it has not as yet received that amount of interest 
and attention, that its importanee justifies. It is simply out of 
the question to attempt to tackle with such a vast problem with 
its manifold ramifications wdthin the scope of a short ])ai)er like 
this. So we projiose to (ionfine our discourse to one particular area 
of the country, viz., Bengal and even Avithin this restricted field 
we shall content ourselves only with (‘crtain aspects of the ques- 
tion with special referencje to the scope of development of the re- 
sources of the local bodies. The jm>l)lem of local finance in this 
country can be best approached by d(‘aling with it territorially, 
because each province has its peculiar local features due to his- 
torical, social, economic and political causes — which require a 
separate study of its i)roblems of local administration. Moreover 
the system of local self-government and finance has followed dif- 
ferent lines of development in different provinces. 

It would be best perhaps to preface our discourse Avith a short 
sketch of the organization of the local self-government machinery 
in the province. For purposes of local self-government local areas 
have been grouped under two distinct classes — (a) urban and 


F. 
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(b) rural, mainly on the basis ol donsity of populaiioii. Tlw urban 
areas are at j)reseiit governed by ibe juo visions of the Jbuj^’al 
Municipal Act, J8<S4 (lh’n|»al Act III of 1(S84) in respect of the 
administration of local a Hairs with the exception of the city of 
Cah’utta for whose civic administration provision has l:)een made 
by a special act, viz., the Calcutta Municipal Act, lb23 (Bengal 
Act of 1923). We shall leave out Calcutta from our j)resent 
study, as Calcutta forms a (ategory by itself and its jiroblems of 
administration and finance require special and separate treatment. 
The Muni(dpal Act confers on municipalities powers for the due 
discharge of functions suited to the needs of uiban areas. Each 
Municipal Council is to exercise such of the |)ow(u*s granted by 
the Act as it thinks necessary for its piupost'. 

Coming to rural areas, we find a hierarchical older of organi- 
sation. At tin* ajicx of the system stands the District Hoard for 
each District with Union (Committees, A^illage Panchayats or Union 
Boards at the bottom and the Local Board as the intermediary 
link in the chain. The functions of the panchayats are quite 
circumscribed (unbracing only one side of the activities of local 
administrative bodies, viz., watch and ward. The constitution, 
functions, ])()wers and duti(\s of the District Boards, IxH'al Hoards 
and Union Commi<te(\s are regulated hy the Ikuigal Local Self- 
Government Act, 1885 (Bengal Act III of 1885). The functions 
of these bodies are to a certain extent overlajiping. They Icok 
after puhlie health and safety, roads and communications and other 
works of jniblic utility, medical relief, education, sjiecially in 
primary stages, ])oiinds and public ferries, vae(*ination and so on 
within their respective areas and as far as their funds permit. 
The District Boards are concerned with the welfare of the district 
as a whole and try to sujiplement the work of the Union Com- 
mittees and cover up the lacuna^ left hy the Union Committees. 
TIh' Local Boards generally located in the sub-divisions form the 
connecting link between the District Board and the Union Com- 
mittees, Their main function is to supervise and control the infant 
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committees in their \Aork and g'uide them in the right direction. 
Moreover, ihey ])lay the second fiddle to th(' District Jloards by 
discharging some of their duties in a delegated ca]>a(‘ity and reliev- 
ing them of some ];aii of their burden. It should be noted that 
they have no independent functions of their own but act simply 
as ‘ the agents of, and subject to the control of, the District 
Board ’ within the area subject to their jurisdiction. They have 
no separate finance, hut are suj'plied with funds by the District 
Board for the jmipose of control and admini-traiion of matters 
relegated to their care. They can again make o\er some part of 
their Avork in different areas within their jurisdiction to the res- 
pec'tiA^e TTiiioii Committees. So with the growth of the TTnion 
(^)mmitt(HS in number, iin]H)rtance, and ex})eilenep, tlie local board 
Avould tend to become a superficial link in tlie chain. 

Then conies tin* TTnion Board which has of late become a very 
im])oitant tactor in the development of local self-government in 
rural Bengal. They are governed by the jnovisions of the Village 
S(dt-(lovernment Act of U>19. They hav(' hetui designed to remove 
the im})erfe(*ti(ms of the Village Bancliayats and Union ComniitteeH 
and to create ])eife('t models of village eonimnnities based on the 
(deetive s\stem Avith enlarged I'limdioiis and ])owers. TTnion (com- 
mittees or Banchayats are to be superseded where Union Boards 
are (established. They combine the functions of Avatch and ward 
Avith tliat of ministering to all local needs, sncli as, (*onservan(*y 
and drainag<e, communications, public instniction and education, 
and adjudication of jx'tty (^ases, civil and criminal through U^nion 
Benches and (^ourts. They are under the immediate supervision 
and (*ontr()l of the Local Boards and also the District Executive 
Officers, and remolely under the control of the Distri(‘t Boards. 
Tims an attem])t has be(‘ii made to make the TTnion B(mrds with 
Ilnur many-sided activiti(’s the backbone of the system of local 
self-governnnuit in rural areas. This in short is a description of 
the structure of local self-goA-ernment in Bengal. l/ci us now 
review the financial svstem of the A^arious local bodies. 
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We shall begin with urban areas, governed by the Municipal 
Act. Every municipality administers a ‘ municipal fund ’ con- 
sisting of all sums received by the Commissioners by way of taxes, 
tees, tolls, income from any form of municipal property, etc. Pro- 
vision has been made for a twofold check — by the public and the 
Executive Officers — on the budget-making powers of the t'omniis- 
sioners. Disbursements are authorised by the Jiiunicipal com- 
missioners within the budget allotments for different purposes. 
Hut the local government by rules may limit the powers of the 
municipality in respect to expenditure of money for purposes which 
are ])rovided for in the budget. Municipal revenue accrues from 
various sources — (1) rates and taxes, (2) jealisations under 
special acts, (3) receipts from municipal property and ])owers 
apart from taxation, (4) grants and contributions (for general and 
special purposes), and (6) miscellaneous. The j)rincipal rates and 
taxes are the tax on houses and lands, tax on animals and vehi- 
cles, tax on professions and trades, tolls on roads and ferries, water- 
rate, lighting-rate, conservancy (including scavenging and 
latrine fee) tax on j)crsons and other miscellaneous taxers. Of 
these rates and taxoKS some are ear-marked for the maintenance and 
improvement of the services from which they are derived, e.g., 
the water-rate and the lighting-rate. Among the taxes and rates, 
the tax on houses and lands contributes the greatest £imount and 
may be said to constitute the mainstay of n)unicipal finance, the 
conservancy tax (including scavenging and latrine-rates) and 
the tax on persons giving the next liighest figures. Municipal 
expenditure may be grouped under five broad classes — (1) gene- 
ral administration and c*ollection charges, (2) public safety, 
(3) public health and convenience, (4) jiublic instruction and 
(5) miscellaneous. Of the various obligations of municipalities, 
public health and convenience accounts for the greatest share of 
municipal expenditure. Costly uiuhutakings which cannot be 
financed out of ordinary revenues are generally met by loans from 
the provincial government. Coming to the rural boards, we may 
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summarily dismiss the local boards as they have no independent 
finance of their own. 

The principal sources of revenue of District Hoards are local 
rates, receipts from laiials, interest on advances made tor various 
purposes, receipts under tlie Cattle Trespass Act, and tees and t!on- 
tributions in connection with education and medical instructions. 
JJut the main prop of district board finance is the road cess or a 
cess levied upon agricultural land over and above the land revenue, 
along with which it is collected, usually at the rate of one anna in 
the rupee per cent) on the annual rental value. Prior to 
the district boards did not receive tbe whole amount of this Ctss 
l)iit in Ibid the entire iiroceeds of the cess were handed over to 
the boards by the iirovincial government as a result of certain 
assignments made to it by the Imperial Government. 

Tile principal beads of expenditure of the Distiict l^baids 
are — General establishments, interest on loans, courts of law, 
cattl(‘-pouud charges, education, medical, ])ensions and gratuities, 
stationery and piinting, famine relief, railways and local public 
works including l)uil(liiigs, communications, water-works, drain- 
age works, bunglows and sarais, etc. 

The revenue from the above sources is sometimes supj)lemeiit- 
ed b\' means of loans. The district boards have been given genv- 
ral powers, under the act, of raising loans for the caTr\ing out of 
the purposes of the act. The}^ liave also the pow('r to subscribe 
to any debenture loan raised by tbe Government of India or by 
any municipal authority for the constnudion or maintenance of 
any railway or tramway which is likely io be of lienefii to the 
district. 

We shall now consider the financial system of tbe Union- 
Hoard, the lowest rung in the ladder of self-government in Ifengal 
and not the less imi)ortant for that all the same. They administer 
a fund to which the main contribn lions are grants roi eived frc^in 
the District Boards, ])rocoeds of pounds, imblic ferries, miscella- 
neous fees and fines, private contributions and above all the 
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proceeds of a union-rate on ail owners or occupiers of buildings 
within tlio union levied on the basis of ‘ circunivstances and pro- 
perty ’ of persons * within the union.’ In fact this rate is the 
backbone of Union lloaid tinaiice. The union boards follow a 
sort of ai)portioned system of taxation. The President annually 
lays before a meeting of the union a budget statement showing the 
various works intended to be carried out during the ensuing year, 
the eistiinated cost oi eacli work, the estimated expenditure for 
the salaiies and equipment of dafadars and chowkidars and the 
salaries of its establishment after the dediudion of the Grovern- 
ment contribution towards the cost of the chowkidars and dafa- 
dars, the probable income of the board from all other sources and 
the balance is sought to bo adjusted by means of the union-ratc'. 
The expenditure loi* the salaries of diowkidars and dafadars and 
the (‘ost of its establishment are obligatory and a rate must be 
levied to metd it but an additional levy to carry out any work of 
village improveimmt can be made only with the assent of a two- 
thirds majoiity of the members. It is intended that no work for 
the imjuovement of the conditions of the union should bo under- 
taken without tin* sym})atfiy and ap])robation of th(^ ])(»oplc of the 
locality. Such a, levy measures the confidence reposed in the 
board by the pe()])le. It ])rovides in a way for self-taxation just 
in the spirit of self-government and takes away from the conqnil- 
sory charact(M* of tin* tax. The future of self-goveinment dey>ends 
very much on the |'o])ularitv of these bodies which would be im- 
])aired by their association in i)eople’s mind with a. picture of the 
‘ tax-gatherer.’ The rate has been so devised as to biing within 
its ambit all resid(*nts in the locality except the very indigent who 
are unable to ])ay even half anna a month. Apart from its fiscal 
importance as satisfying all the a(*(‘epted canons of taxation — 
ability, economy, (ertainty and convenience — it has an educative 
value. The assessment is to be made according to the (ircum- 
stances and the ])roperty within the union of the ]>(*rsons liable 
to the rate in conformity with certain prescribed rules, provided 
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that tho luaximuip amount i^ayable in a year .should in no case 
exceed eighty four nipee-s. 

In determining the ba^sis ot assessment the board takis into 
account on the one b^aid, the ratepayer’s avocation, his (‘sti mated 
income from all sources including his trade or calling as well as 
any real property within the union and his debis and liabilities 
on the other hand as also hivS mode of living and standard exj)en- 
diture. The assessment list takes effect after diu^ publication and 
final appioval of the distiict executive offi(‘er who may call for 
it.s revision. 

The next important source of their reveniu' is gjants-in-aid 
from the Disirict Hoard for carrying out the j^uiposes of the act 
specially those other than the payment of chowkidars and dafadars 
suc h a.s Avorks of imjnovemimt. 

This, in short, is an ac'count of the ffnaneial position of local 
l)odies in Bengal. Wo shall now discuss on what lines it admits 
of improvement. In this connection we shall first consider 
Avhether any readjustment of financial relations between the local 
authorities and the provincial government and also among the 
local bodies themselves noubl conduce to that end and then Ave 
.shall see hoAV their finaiU'tvs can be set right either by broadening 
the basis of their resomces or retrenchment of th(ur activities. 

Noav the prohlein of j)r()i)er financial rtdationshi]) betwcum the 
central government and local administrative bodies is closely 
interlinked Avitli the division of administrative functions betw(*en 
them. The question is how to adju.st the total financial resources 
of the community to its total administrative requirements, how, 
in a Avord, in vieAV of the necessary division of duties between 
central and local powers, the money may he most equitably rai.s- 
ed and judiciously s])ent.” 

The division of serAuces between the national and local author- 
ities is based on the nature of the services themselves. It should 
proceed on the iwin princi])les of efiSciency and economy. With 
regard to a few services they can be solved simultaneously. Thus 
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defence can easily l)e classed as a national charge while drainage 
and sewarage, local water supply, etc., as local charges on these 
principles. But there is a border land on which the problem of 
adjustment is rather difficult, which may be claimed either by the 
national or local authorities. These may be designated as loco- 
national services. In fact the line of demarcation between local 
and national service is ever shifting. Services which were ori- 
ginally parochial may become provincial and even national, hence 
the relation of local to central finance must always he progres- 
sive. It would be unfair and inequitable to saddle local bodies 
with the entire cost of loco-national services such as sanitation, 
police, communications, primary (education, etc., the benefits 
of which cannot altogether be localised, although from the point 
of view of economy and efficiency they are best administered by 
the local authorities. In respect of ihe administration of such 
services the Central Government should render financial aid in 
some shape or other to the local bodies. But as the character 
of the services, from the sian(I])()int ol the share of their benefits 
enjoyed by the locality or the community at large is (‘ver changing 
the financial relations between the local bodies and the central 
authority should keep juace with such changes. 

Only such seivices as are strictly local in the senst^ that their 
direct personal henefit can he individualised should he paid fo^' 
out of the resources of the local bodies just as the services wliich 
are of general inlejest hut benefit different classes and dilVerenl 
localities in varying degree and which require centralised adminis- 
tration for the maintenance of a uniformly high level of efficiency 
should be charged wholly on the resources of the central govern- 
ment. In respect of all other resources there should he a careful 
adjustment of total available means between the central govern- 
ment and the different local authorities with a view to effecting 
an equitable distribution between local needs and the needs of 
the central administration and the maintenance of a high level 
of efficiency of all local bodies irrespective of their resources. 
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It is, no doubt, very difficult to maintain a balance in view of the 
dynamic na.ture of the relationship of local to central finance but 
the soundness of the entire fiscal system of a (*ountry is g^au^ed 
by the approximation to this ideal. 

In the adjustment of financial relations between the Pro- 
vincial Government and the Municipalities and District Hoards, 
we should work as far as practicable on the ])rinciples set out 
above. The Provincial Government should bear a share of the 
expenditure incurred by the municipalities on such heads as hospi- 
tals and dispensaries, vaccination, niainfenance of dak-bunglows 
and sarais and education by means of subventions in ])roportion 
to the degree to which the expenditure in (luestion conduces to 
the general interest of the province as a whole. A certain per- 
(’entage of such (expenditure should be made good by the local 
government but over and above ihis there should be provision 
for a general grant-in-aid to enable the poorer munidpalitied to 
make both ends meet and thus to render the financial standing of 
all municipalities uniform. A proper and sound adjustment of 
financial relations between the local government and municipal- 
ities and district boards will depend very much on a wdse and 
judicious use of the grants-in-aid. We may, therefore, enumerate 
here certain general principles which the Provincial Government 
should follow in the distribution of grant-in-aid as given by 
Mr. J. W. Grice in his book on National and T.ocal Finance. 
They are: — 

(1) Grants should only be given to services in which the 

general interest is predominant and the expenditure 
on which it is generally considered desirable to 
stimulate. 

(2) Grants should be made direct by a central department 

to the local authority in charge of the service, the 
latter being sivbject in all cases to thorough inspec- 
tion and audit yearly. 


F, 
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(3) Grants slM)iild be conditionai on tke efficiency of the 

serrice and vaJiable, so as to increase the effectiTe- 
ness of the central supervision and control. 

(4) Allocations of grants should be arranged so as to 

minimise the inequalities between different districts 
in respect of expenditure on loco-national servic'es. 

(5) In no case should grants be given to objects which 

directly and obviously raise the value of fixed pro- 
perty in any locality. 

(b) Subject to these conditions being fulfilled, the grants 
should, as far as possible, and in view of all the 
circumstances, for fimncial and administrative 
rea^sons, be kept at the lowest pro])ortion necessary 
to achieve all the purposes of grants-in-aid. They 
may, however, fairly vary as between the various 
services, according as (a) the element of general 
advantage is inveybred in the efficiency o# any parti- 
cular service, and for which the general purse should 
pay; and (b) the extent to which the particular Ex- 
chequer grant may have a prejudicial effect on the 
local administration of the service, 

(7) For the convenience of the Treasury the total of the 
grants might be fixed for a certain spenified terra of 
years, the details of allocation, and the special 
regulations governing them, being subject to periodic 
revision. 

The financial relations between the District Boards and the 
other rural local bodies below the District Board should also be 
adjusted on the same parinciples. In this connection we may sug- 
gest the abolition of local boards, village panchayats and the union 
committees. Union Boards may take the place of the latter two, and 
there is a tendency in this direction. We have already seen hpw 
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tile local bouid coufc^titutes a superlLUoui!$ link in tlie chain. It 
would become more ji»o as a net-work of union boards ramifies 
through every creek and corner of the dictrict and as with ex- 
perience and training in their work the local inhabitants become 
more and moj*e competent to shoulder the responsibility of manag- 
ing all local alVairs. The abolition of the local boards will make 
a saving in the cost of their establishments and this may be 
handed over to the union boards. The duties that were formerly 
delegated to tlu: local boards may conveniently be transferred to 
the union boards with sutfic.ient funds. The union boards should 
be made the backbone of the system of loeal self-government in 
rural areas from the stand-point of administration as well as 
finance. The district boards should administer and pay for only 
such services the bciietits of which cannot properly be localised 
but c^mbracM* the district us a whole and as such cannot be looked 
after by isolated small bodies with limited lesources. The main 
duly of the District Boaids should le to excuvise ))ower8 of super- 
vision, direction and control over the operations of the union boards 
so as to maintain a uniform standard of efficiency throughout the 
district. The district boards should take sources of revenue of an 
all-district character and leave a wide field of taxation to be tapj)ed 
by the union boards so that they may live of their own and be 
self-governing bodies in the true sense of the term. But even so 
their resources would he quite limited as the area of their opera- 
tion would be small. Their revenue would require to be supple- 
mented by contributions from the district board. These contri- 
butions should be given in the shape of block grants for a number 
of years in aid oi particular services such cs education, village com- 
munications, etc,, rather than yearly grants. Certain conditions 
should be attached to the grants with a view to securing efficient 
administration and encouraging the spirit of self-help among the 
boards. The incidence of the grants will ultimately fall on the 
provincial government as the district boards bv themselves cannot 
have means enough and to spare. Tn a way it may be said that 
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all deficiencies in the resources of all local bodies urban and rural 
will have to be made f^ood by the provincial government. This 
should be so not because the pr*ovincial government is in the habi- 
tual enjoyment of a surplus or its finaiudal position always sound 
but because its fiscal ca])acity is greater and its jurisdication 
wider. 

We have l)riefly reviewed the financial relations between the 
provincial government and the local bodies and also as among the 
various local bodies themselves. We shall now try to explore 
other ways of improving the financial position of the local bodies 
independently of their relation with the local government or higher 
local authorities. This can be done by either of the three ways: — 
(a) retrenchment of the services discharged by them, (b) expan- 
sion of resources (c) contracting debts. Of these three ways, the 
second method is obviously and undoubtedly the best and prefer- 
able to the other two. The third cannot be looked upon as a mode 
of im])roving the financial position unless we mean by it ‘ enjoying 
temj)orarily greater spending power.’ lx)ans may temporarily im- 
prove the financial position just to get over a crisis but for long 
periods it has effects to the contrary. The first method should be 
resorted to only as an alternative and as a bad alternative for that, 
to the second one. So we should fix our attention on the second 
alteinative and see how far it is practicable to add to the 
resources of the different local bodies — urban and rural. Now in 
this connection we want to lay dowm certain general principles that 
should be followed in every case. They are as follows : — 

(a) Taxation should be resorted to only when other modes 

of obtaining revenue such as fees, prices, fines and 
])enalties ])rove insufficient. 

(b) Taxation should ordinarily take the form of direct 

levy, indirect taxes to be imposed only when direct 
taxes pn)ve inadequate, because direct taxes have 
fiscal as well as educative value. 
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(c) If taxation is resorted to, the principles on which taxes 

are to be le\ied should be ability and benefit. 

(d) Kecurriiig expenditure should always be met out of 

the ordinary revenues. 

(e) Each local body should try to be self-sufficient as far 

as ])racticable. 

Ifearin^ these basic principles in mind l(»t us see how far the 
revenue systems of the municipalities, district boards and union 
boards adm:t of improvement. The incidence of local taxation 
in lfcnj>‘al, both in municipalities and district boards — ^in the 
former about Es. per capita and in the latter about annas is 
excieptionally low com])ared with corresponding figures in other 
countries even when allowance is made for the i)overty of the 
average citizen. In the circumstances, one cannot feel disposed 
to believe that the resouues of the urban and rural bodies do not 
admit of exjiansion. Jxd us l)egin with municii)alities. The field 
of taxation for municipalities is fairly wide. Eut the mainstay 
of municipal finance in Eengal is the tax on houses and lands, 
not ojily yielding the biggest })t*rcentage of the total income of 
municipalities, but imposed in almost all the municipalities in 
the province. The n<»xt in importance is the conservancy tax. 
l^'or facility of comj)arison of the different sources of municipal 
income we may append below a statement showing the propor- 
tions undc'i* various heads of municipal income in the year 1912-13, 
from the Government of India Resolution Nos. 55 — 77^ dated the 
‘28th April, 1915. As there has not been any material change in 
the tax system of Bengal municipalities we may assume the pro- 
|)ortions as giving a fairly correct estimate of the relative import- 
ance of the different sources of revenue with a fair degree of 


accuracy. 
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From all analysis of tlie above statements it would appear 
that taxation in some foim oi other contribuites about threo- 
fourths of the total revenue of the muiueipalities, other sources 
being* responsible for one-fourth only. The tax system has been 
made ([uite wide and comprehensive designed to bring within its 
fold all classes of population in municipal areas, although not 
alfecting all classes equally. Tlure is no i rovision for indirect 
taxation. The municipalities are mostly financially independent 
of higher authorities, although the provincial government some- 
times makes contributions to the ])oorer municipalities and to 
others for special pur])oses such as education, water-works, etc. 
Tliese are good features of the financial system of municipalities. 
Let us look at the other side. 

First of all, although by the act municipalities may l6vy 
either or both of (a) a tax on j)ersons occupying holdings accord- 
ing to their circumstances and property or (b) a rate on the annual 
value of holdings situated within the municipality, they general- 
ly employ one or the other. The result is that where the latter is in 
vogue as is usually the case, a large section of the population 
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escapes scot-free, I mean for instance, the >Yorkiug |)opiilation 
in mill munici})alities and other Tnannfa>ctnring centres. But the 
tax on persons by itself is hardly satisfactory either from the 
fiscal or the administrative point of view. A satisfactory solu- 
tion of the problem would (onsist in giving effect to both the 
taxes at the same time providing for their levy in different wards 
according to their suitability to the one or the other. The tax 
m land and hdidings resembles to some rxient the general pro- 
perty tax in TI.S.A., and we quite agree with Dr. W. B. Munro when 
be criticises the levy of a flat-rate both on the lj\nds and buildings. 
We suggest that the land and buildings should be separately as- 
sessed and a higher rate should be fixed on laud than on build- 
ings, because the rate on buildings is likely to be shifted on to 
the oeoui-ners. It would also stimulate building on vacant lands 
and rapid development of municipal areas. When a building re- 
mains unoccupied for a certain period remiss-ion is to be granted 
omly in respect of the rate on building and not on the holding as 
» whole as is now done. 

Secondly there is much scope for the development of the 
tax on professions and callings. At present it is not utilised in 
all municipalities, nor is there a satisfactory system of assess- 
Tnent of the professional classes. With the comparatively small 
and thickly populated area of their or'eration there is no reason 
why the professional classes should not be assessed. 

Professional income should form an important source of nauni- 
eipal revenue due to ihe predominance of the professional middle 
class m the composition of the population in our municipalities- 
A graduated rate on progressive rrincipV should be employed. 
Very small incomes should be altogether exempted and exemp- 
tions should also be made from other considerations as in the case 
ol income-tax. Incomes above two thousand rupees mav be taxed 
along with the state TTicome-tax by the income-tax authorities 
wW may band over the proceeds to the respective municipalities 
thus making a saving in the cost of collection. 
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Then there is another class of iDconie whic^h is fasf coming 
into prominence in consequence ot the rapid industrialisation of 
the province which escapes rather lightly under the existing tax 
system: We mean industrial incomes. At present the manufactur- 
ing establishments are assessed to the rate on holdings and in 
addition, to the water-rate, lighling-rate and latrine fees, etc., if 
there is provision for these services on the basis of annual value 
of holdings. These ought to be made to contribute their proper 
share to the municipal rc»venue. In this connection we may take 
a h'af out of the Ihussian s\st('m of trade-^x. We may des- 
(*ribe the systcmi in the words ot Mr. (trice “ The state scheme 
grou}?s all tradc^rs in four classes, according to (a) estimated pro- 
fits, and (b) capital employed, and the tax levied varies from \ 
to I pc*r c ent ot the net yield. Though works of ]>ublic utility are 
excmipted, yet industrial or commercial enterprises indulged in 
by the state or any local body, and c'arning revenue, must pay 
accordingly. If any trade is carried on in more than one com- 
mune the tax is divided between tliem.*^ Different rates should 
be levied in respect of the different classes of trading and manu- 
facturing establishments. But theue ought to be a co-ordina- 
tion among the municipalities in the ])rovince so as to maintain 
approximately a uniform rate in respect of different edasses, other- 
wise there is the risk of the tax defeating its own purpose as a 
result of a rate war among the mughbouring municipalities to 
attract con(*erns by imposing lower rates. 

In the next jilace, we think there are two other sources of 
municipal revenue which have not been properly tapped, we 
mean, amusements and advertisements. Their scope is, of course,, 
quite limited both from the point of view of their proceeds as 
w’ell as the areas where they may be levied. It is only in the 
more populous municipalities that they are worth trying and the 
rate charged should be quite moderate so as not to discourage the 
things in any way. Advertisements may be taxed by providing 
municipal bill-boards at important centr(\s of the city on which 
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alone bills and i)lacar(l8 will be allowed and charging sniall fees 
for their use as is done in some American cities. 

Then again nuiiiici pa lilies maj" bring some additional grist 
to their mill by Ihe levy of license fees and j^ermits from the 
vendors of drugs and intoxicants, jicdlars, auctioneers, louring 
theatres and cinemas as well as from ])rivale markets and fairs. 
Their main object should of course l)e regulalion and control with 
a view to protecling llie Inleresls of Ihe public but incidentally 
they may be made lo contribute not an inconsiderable amount to 
the municipal funds after ]^a>ing lor the cost of (ollection. 

Finalh?^ schemes of local improvements such as broadening 
.streets, opening up m^w streets, parks and recreation grounds, 
which (tannot be financed (Hit of ordinary revenues may be finan- 
( (m 1 partially at least by ihe levy of a special assessment or better- 
iiKHit fee on the um'arned increment of the real estates bemefited 
by such works. Special assessments have been extensively em- 
jdoyed in American cities. 

We may now jiass on to the rural boards. Let us start, as 
ill the case of munici])alities, with a statement showing the pro- 
])ortions under various heads of income of the llengal District 
Hoards in the year 1912-13, quoted from the fTOvernmeiit of India 
Resolution quoted above: — 


Income. 


Pcr('cni<((]C' of income c.rrlinHih^j loanfi and ad ranees derived 
/ / 7 ; in eo n f ri li a 1 i o n s . 


CatiJc- j P](hica- 
j pound j t/ional 

1 I'oceiptB. ireceipts. 

1 

Medical 
reepts. ^ 

Misc. 

roept-B. 

Koepts. 

from 

civil 

works. 

Rccpls. from 
provincial 
& local. 

Rec.pts. 

from 

other 

boards. 

5'7 0*9 

i 

j 

O't 

0*4 

7*4 

1 

34’B 

2*0 


F. 30 
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The mainstay of district board finance as would appear from 
the above table is rates, i.e., a cess levied on agricultural land 
collected along with land revenue usually not exceeding per 
cent on the annual rental value of lands. Now this resembles 
very imich the situation in England where the mainstay of local 
finance is the local rates wbicb are in efl'ect a single tax levied 
on occu])iers and assessed on ihe basis of annual rental value. 
It is as such exposed to all the criticisms that have been levelled 
against the English local rates as violating some of the principal 
canons of taxation. It bears only on one section of the popula- 
tion, viz., the landed proprietors and in respect of agriculiuial 
lands only and leaves all other sections of rural population un- 
touched. The first thing necessary to improve district boaid 
finance is to broaden the basis of taxation, to make the tax-system 
wider so as to bring within its fold all possible sources of revenue 
and difl'erent classes of population. But in doing this w^e must 
not trench on the field of taxation for the union boards; because 
if local self-government in this country is to become a reality 
union boards which are to serve as the very foundation of the 
edifice mast l:e made financially strong. So in broadening 
the basis of district board finance we must take care to choose 
such sources of revenue as could not proi)erly be ta])ped by the 
union boards. Keeping aside the question of devising new 
sources of revenue for the present we may say that the pos- 
sibilities of (leveloi ment of its existing resources have not been 
thoroughly explored. The rate of the road cess is annually fixed 
by the district board but subject to maximum of one anna in the 
rupee. Now under the existing system of land tenure in Bengal 
when the landholderbs contribution to the state is fixed once for 
all but the landlord is free to augment his dues by the tenure- 
holders or ryots with a rise in the value of lands the landlord 
very often enjoys a large amount of unearned income. In all 
fairness the district boards ought to have a share of it inasmuch 
it is the lands that benefit most from the operations of the 
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district boards which are mainly engaged in facilitating communi- 
cations both within the district as well as with other districts and 
thus adding to the rental value of lands. In our opinion the pre- 
sent rate may be enhanced to a considerable extent without ad- 
versely affecting the ryots because under the existing system of 
sub-inf eudation the tenure-holders already extract what they pos- 
sibly can from the cultivators to reimburse themselves for their 
dues by the next higher middle-man. So the incidence must rest 
on the proprietors themselves who may easily meet it from the 
surplus income they enjoy after paying land revenue to ihe (to- 
vernment. ^ihe argument for enhancement of the rate gains added 
weight from the fact that agricultural incomes are not assessed to 
the income-tax. We may also suggest the levy of a special 
assessment on lands immediately benefited by the opening up of 
a new road or broadening it or any other w^ork of ])ublic utility 
calculated to raise the value of lands in the neighbourhood. 

Although the landed classes are principally benefited by the 
activities of the district boards that is no reason why the tax 
burdens should be imposed on their shoulders alone. Higher 
middle classes and the professional classes enjoying a decent in- 
come should be brought wdthin the ambit of the district boards, 
the lower middle classes small traders and the cultivating ryots 
being left to the union boards. This can be effected by introduc- 
ing a state addition to the income-tax on the lines of Prussia. 
A very moderate rr.te on incomes assessable to the state incomes 
varying progressively along with the other rates will prove a 
fertile source of revenue and at the same time the most convenient 
and economical. It may be collected by the income-tax authori- 
ties along with the other rate thus making a great saving in 
collection. The receipts from tolls and public ferries at present 
under the control of the District Boards should be handed over 
to the union boards. They probably belong to the latter and 
moreover with the changes suggested above the financial position 
of the boards will be sufficiently improved to enable them to 
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forego such small receipts. Tn ihe ease of the poorer distriets 
which cannot make both ends meet even with these charges the 
government should offer subventions in the shape of percentages 
of expenditure on such services as education, public health, etc. 
I'he obligalions of the district boards may also be reduced to a con- 
siderable extent on the lines suggested by the Decentralisation 
(k)mmission by relieving them of some of their functions such as 
veterinary woik, famine and plague relief, vaccination, etc., and 
also fi'eeing them from contributions to (Tovernment in respect 
of any stuvices of whi(*h the latter undertakes the management. 
They should not be called upon to contribute such normal items 
of provincial administration as the cost of statistical or surervising 
establishmenis or be liable for the u])keep of travellers’ rest- 
houses which are mainly occu]>ied by (loverTiment sc'rvants. They 
should not be subject to any charge for the servi(‘es of Govern- 
ment officers from whom they receive advice or other outside assis- 
tance.” 

AVith regard to union boards we have not many suggestions 
to off‘er. The union rate assessed according to circumstances and 
pro])erty of persons within the union if used prudently and judi- 
ciously will prove a very good source of revenue' touching all 
classes within the village community. It will give an elasticity 
to the tax system because the rate can be easily adjusted to the 
rt'quirements of the community without causing much vexation 
to the people, reaping as they do immediately the benefits of their 
contributions. Moreover as the area of their operation is very 
small the assessors are expected to have a thorough and intimate 
knowledge of the circuimstances of each inhabitants and assess- 
ments may be made according to the twin principles of ability 
and benefit. T?ut in ])lace of a flat rate we suggest a variable 
rate within certain limits prescribed by the District Executive, 
the rate varying not only according to the amount of property 
assessed but abo the nature of the source of profits; for instance, 
land and buildings should be assessed at different rates, village 
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usurers should lie taxed at a higher rate than say, small traders, 
artisans and cultivators. Of course there is difficulty as regards 
adniinistration hut in view of their limited jurisdiction, and local 
personal knowledge as regards all inhahitants it is not expected 
to be^ very great. There is also the danger of the authority being 
abused as an (Uigine of op])ressi(m out of ])ersonal malice or spite 
by those in power but that {‘an be guarded against by the vigi- 
lance of the district executive officer who has ])ower8 of revising 
assessments. 

A fruitful source of revenue that may be tajiped by the union 
boards is litigation. A fairly high fee ought to be levi'^d on cases 
either in the union benches or in the higlnu* i ivil or crimin 1 
courts within the district as mu(*h to add to the revenue as to 
discharge the habit of constant recourse to litigation. 

Markets and fairs also constitute another good source of 
r(‘v(uiue for union boards. I astly the union boards should in- 
stitute license fees on the sale of drugs and intoxicants, pedlars, 
;nu*ti on ecu’s, tonring theatres and biosro])es as suggested in the 
ease of municipalities. AVe are not in favour of improving the 
financial position of fin* union hoards by relieving them of any 
of their existing functions hecause that would Like away from 
their value as the trainiug ground for the people in self-govern- 
ment. 

A^ e have so far (‘onsidered how the resources of the local 
bodies can he incrcuised either by ta])ping new sources of revenue 
or developing the old one's or rc'trenehment of their obligations. 
Ibit the jjroblem of sound finance is not simply one of ways and 
means, it inednues as well the problem of pioper assessment and 
collection, good budget-making and accounting, (*ontrol over ex- 
penditure through inspection and audit. It is not jiossible to 
discuss, in a short paper like this, all these topics in details in 
relation to all the different local bodies, so we shall briefly dis- 
cuss some general principled which may be applied with suitable 
modifications to the different local bodies. The problem of assess- 



548 


AKSHOY KUMAK GHOSAL 


ment involves the right choice of assessors as well as a good 
basis of assessment. However good a tax may be, its success 
or failure very much depends on correct assessment. Impartia- 
lity, independence of local opinion, vshrewdness as well as proper 
training — these are the qualities required in assessors. As such 
it is desirable that Government should provide for the recruitment 
of assessors by competitive examinations. They should be in the 
employ of ihe Government and transferred from place to place so 
that they may not become involved in local politics. Their pay 
and pensions may be charged on the funds of the local bodies which 
need not grudge the cost for the services they render. Next comes 
the question of collection. If one goes through the Government 
rosolntions l eviewing the work of municipalities and district boards 
one is struck by the persistent complaint year after year against 
the arrears in collection of the different local bodies. This betrays 
a lack of discipline among the employees, and also laxity in the 
enforcement of the punitive provisions of the act against defaulters 
due to sensitiveness to local opinion. While remissions and ex- 
emptions may be made in the case of those who are really unable 
to pay, punctual payment should be enforced in the case of the 
habitual shirkers. Eemissness in the tax collectors ought to be 
penalised. Good results may also be expected from offering an 
inducement to punctual collection in the shape of a small bonus. 
The expense on this head, in our opinion, would more than repay 
itself. 

In the next i?lace, the importance of a sound budget proce- 
dure cannot be overemphasised in the proper administration of 
local finance. A city or village cannot expect to get the best out 
of its resources unless it proceeds on a carefully prepared plan of 
financial operations distributing its total income on the various 
heads of expenditure on the principle of equimarginal utility. Al- 
though the municipal council consisting of the representatives of 
the rate-payers should have the ultimate authority in approving 
the budget and making appropriations for different purposes the 
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initiative in the matter of its compilation must, of necessity, rest 
with the executive. Provision may be made for proper collabora- 
tion of the executive and the council at this stage through an Es- 
timates Committee which may on behalf of the rate-payers make a 
preliminary scrutiny of the estimates before they are presented 
before the council as a whole. Of course the necessity arises only 
in big municipalities where the council is too large for proper dis- 
cussion of all the proposals in detail in the plenary sitting. The 
estimates should be properly classified and itemised so as to afford 
the representatives of the rate-payers opportunity for clearly under- 
standing the implications of the proposals and comparing the cost 
of different services as well as rise or fall of expenditure under 
particular heads in contrast with the figures of the previous years. 
Exact appropriations should be made under different heads and 
items rather than placing lump-sums at the dis])osal of the ex- 
ecutive for meeting the expenses on a number of heads. Discre- 
tion of the executive in tht* matter of expenditure should be fetter- 
ed as far as possible to avoid reckless expenditure and waste. 
Provision should be made to ensure rigid control over disburse- 
ments, to see that sums appropriated for one purpose by the muni- 
cipal council are not diverted to other purposes and that the orders 
for payment emanate from the proper authority. Here arises the 
efficiency of a sound method of accounting, inspection and audit. 
The system of accounting is the procedure for putting all the trans- 
actions of fhe city on record and coordinating the data on these 
records so that they may be used intelligently. Rules in this 
behalf should he framed by the provincial government so that the 
accounting system may be uniform in all local bodies throughout 
the province. Uniform system of accounting would not only 
facilitate the work of audit but also afford opportunities for a 
comparative study of the financial position of different local bodies 
of the province. Ijike the assessors accountants should be recruit- 
ed by competitive examinations. If accounts are kept properly by 
trained accountants the frequent embezzlements in m,unicipalities 
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and district hoards of which we hear so much now-a-days would 
be a thiii^y of the past. The function of audit of the accounts of 
local bodies should (Oiitinue to be carried on by the provincial 
government, as much to st cure a thorough and independent scruti- 
ny of the inanagenumt of the finances as to ensure some amount 
of central control over the local bodies so necessary in the interest 
of Ihe rate-payers. 

We shall now conclude our discourse with a few observations 
on local indebtedness. The problem of local indebtedness will 
assume greater and great(U‘ importance wiih the extension of acti- 
vities of local bodies. As Mr. J. W.. (hice has observed with 
reff'rence to (‘ities of the West “ Local debts have far outstripped 
local taxes, they run side by side almost with the great increase in 
expendiiure and they are almost everywhere growing steadily 
heavier per head of p()])ulatif;n.” This is not liierally applicable 
to our couni ry as yei, but beyond doubt will) ihe development of 
the country on western lines there is a tendency in that direction. 
Mr. (Irice has aitributed the groAving indebiedness of local bodies 
in the west 1o tlie ( X]Mmsive tharccier of improvements, vast 
accuiTiulatioiis of j eople seeking investment, democratisation of the 
local instiluiious and the tendency of popularly elected local 
bodies to avoid tlie odium of increased taxation and to resort to 
loans as the easier method of balancing the budget. These forces 
are also at work in this country and as they come into prominence 
indebiedness would bci'ome a normal featuie of the local bodies. 
We shall consider this (luestion only in relation to the district 
boards and municipalities, tor union boards with their limited re- 
sources should try to keep within tlndr means as far as j)racticable. 
They would not have to finance very costly schemes of local im- 
provement, in case they have to go heyond their means in under- 
taking any such j)roject they may raise local contributions or in 
the last resort take a short period loan from the district board or 
the provincial government. As regards district boards and 
municipalities we shall discuss only some of the general principles 
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that should guide them in their loan operations. The first ques- 
tion that arises is whether the local bodies should finance w’orks 
of a permanent or quasi-permanent character out of ordinary reve- 
nues or by loans? Now it is neither possible nor desirable to 
provide all the amenities of modern civic life which require initial 
outlay of vast sums, from the ordinary revenues of the local bodies. 
As has been observed by a Parliamentary Select Committee ap- 
pointed to consider “ the llepajm'Uit of Joans ” in 1902 “ it is 
neither wise nor just to place ui)on the shoulders of jiresent late- 
payers too large a ])ortion of the burdens of necessHry or useful 
works from ^’diich succ'eeding* generations will derive benefit.” But 
State as tlie guardian of the interest of posterity should see that 
the incidence of the loans is equitably distributed between the 
jiresent and successivt^ generations according to the benefits accru- 
ing to each from the ini])rovements etfected by means of loans. 
The pendency of the b ans is to vary according to jiermanence of 
the works financed. No.v loans raised by local bodies may be of 
three types — (1) Loans directly raised in the open market, 
(2) loans advanced by credit institutions wdth the sanction of the 
state and for the puri)oses of which the state grants special faci- 
lities, (3) loans advanced by Ihe state itself. 

Up to now loans of the local bodies in this country have been 
of the last type, but with the growth of the habit of investment 
of the people and develojiment of the banking syste^m we see no 
reason wliy the local bodies should not be encouraged to raise 
loans in the o]ien market either iiide])endently or through some 
approved" bank say the Imperial Hank or the projected State Hank 
with the sanction of the Government. In whatever way do tlie 
local bodies incur loans their action must be subject to central 
regulation and final sanction of the ])rovincial government. Tli© 
Government must check rash lesort to borrowing in the interest© 
of financial stability of these bodies and of successive generations 
of tax-payers. Only when a costly project cannot be met out of 
the ordinary revenues that borrowing should be allowed. Then 
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tlie purpose of tlie loan must be proved to be of real and perma- 
Lent benefit to tlio people of tlie locality. Loans should not be 
allowed for balancing' a budget in a normal year. Before sanc- 
tioning* a loan of any type the local self-government department 
must be satisfied on these points after a thorough local enquiry 
and should i)rescribe conditions as to repayment, interest, sinking 
fund, etc., under M'hich llie loan in question should be raised. In 
laying down these (onditions the (jfoveniinent should have in view 
the solvency of the lo(*al bodies the interests of the investors, and 
also of the ])resent and future generations of rate-payers. Loans 
should not be allowed to run for very long periods. 

We have tried to discuss some of the most important problems 
of local finance, but we have not been able to do full justice to 
them in the interests of brevity. We have raised many points 
which we have left unanswered, because we have not sufticient 
data at our disposal. The subject of local finance as an important 
and indispensable adjunct to local self-government requires sys- 
tematic and scientifie study if we are to solve satisfactorily ifJ* 
problems which will engage our more serious attention as India 
progresses on the ])ath of responsible government. If the edifice 
of s(‘li-government is to be strong and durable we must build on 
solid foundations in the shape of the local bodies. In concluding 
our discourse we suggest the establishment of miinicijval research 
hureaiis in different provinces to carry on systematic research on 
j)roblems of lo(*al self-government and finance. The conclusions 
that they arise at on ihe basis of facts and statistics collected in 
difiereiit provinces, by proper selection, classification and com- 
parison of the data may be experimented upon in specific areas 
with great profit as is being done in America. It is only by this 
sc ientific method of attacking such problems that we can hope to 
solve them satisfactorily. 
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A^Ticultural piodiiciivil y can be determined slaiistically with 
a fair deoTee of accuracy and for the pracdicail purpose of makinp^ 
comparisons if we take into account both yields per acre of different 
crops and the areas under these crops. A method has been Ae- 
vivsed io find out index numbers of a prri cultural productivity on 
this basis and such index numbers have been utilised in compar- 
ing* the relative productivity of different regions in the same way 
as index numbers are applied to price com])arisons. This method, 
which was adopted in the United States Year Book of Agriculture 
for 1919, may be explained as follows: — 

“ Six crops — wheat, oats, rye, barley, maize and potatoes — 
comprise the bulk of crop production in most countries of the 
world. Of the total area in (uiltivaied crops before the war, ex- 
cluding hay and grass crops, they comprised in Germany approxi- 
mately 82 per cent; in France, 75 per cent; United Kingdom, 72 
per cent; Denmark, 79 per cent; Holland, 70 per cent; Belgium, 
75 per (ient. Although these figures are only approximations, 
they are sufficiently acuuirate to indicate that index numbers of 
the relative yields per acre of these six products combined would 
fairly represent the relative per acre productivity of the various 
countries. For each country the average yield per acre for a series 
of years was obtained, and these yields were reduced to their per- 
centage of the average yields of all countries. The percentages 
of each country were combined, weighted in proportion to the 
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relative acrea<?e of the various crops in the countrv to obtain the 
index number of iirodiiction.’’^ Indices of productivity for the 
different countries of llie world were calculated accordinj? to this 
method (100 beins: the weighted averao^e of all (‘ountvies) and it 
is intcrestintr to find India with an index of 84 in the comparative 
table. 

Prof. I). H. Macsrrej^^>r has applied this method in malnu" 
international comparisons of ag’ri cultural productivity in his 
revort embodiofl in the Final Eeport of the Ac-ricultnral Tribunal 
of Investigation. The indices ^iven in the repori arc as follows: — 
Belc’ium, lfi4: Germany, 130; Denmark, 136; Britain, 131; 
Fran(‘e, 92; Holland. 133; (the standard beinii^ 100, the weisrhted 
averao'o). The indices have been carried back to the be«rinninfif 
of the period for whi(‘h there are statistical returns of vields, and 
the variations of prorlnefivitv have been shown in tbe (oise of each 
countrv over a period ot 30 vears so tbat some sis^nificant conclu- 
sions have been arrived at on tbe basis of internaiional corn-* 
parisons. 

Prof. Madhava of Mvsoic has also applied this method in the 
case of cert«ain district^ of Mysore in the course of an article on 
official statisti(>s published in the first issue of tlio Half-yearly 
^lysoie University Journal. He has shown how the indices enable 
us to determine the relative rankimjr of the several districts in 
order of as^ricultural productivity, and how the acciiracv of the 
1 csiilts can be confii*nied Iw a stndv of actual agricultural con- 
ditions. He has also shown by calculating indices for a number 
of successive years that these indices are remarkably steady be- 
cause tbe co-effi(*ients of variability are all under 15 per cent 
which is rather a rare phenomenon in economic (as also in bio- 
statistical) data.” 

Tbe same method has been ado])ted here to calculate the In- 
dices of prodirdivity for forly districts of the United Provinces 
of 4ffra and Oudh situated iu the upper Gans^etic plain. It is 


t United Staten Year Book of Agriculture, 1919, p. 736. 
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obvious that in applyinp^ this method we have take into accoiint 
certain representative crops which are ^^rown invariably in all 
the districts. There are no doubt local variations in the matter 
of rotaiion of cro]>s, systems of farmint? and methods of cultiva- 
tion ; but so far as the selection of crops is coic'erned, we have 
already seen that certain (*u>ps are invariably p^rown in every 
distiict. But out of those c‘ropvS wliich are common to all the dis- 
tricts we have chosen the principal crops to the exclusion' of minor 
ones. J he leasiui is that tlie (‘rops selected constitute more than 
75 per (cut of ihe lotal «»ross cultivated are\,2 so that coin])arisoiiB 
on the I'usis of more (lian 75 per cenf of the j,n^oss-cropped area 
u ill not e iMiieliahle. Moreover, such returns of yields per acre 
as we have ta^ven into account are not avail.ilde for all the crops 
which are common to all the distiicts. 

Now firstly, we take the area undev auv crop, say n, in a 
Jiaiticular district. This area is expressed as a proportion of 
the cropped aiea under the rej.)veseutative crops taken into 
account. 

Secondly, we oldain the index number of yield. This is 
found out hy dividiuo- the yield per acre of the crop a in that dis- 
trict IrN tlie correspoiidiim' yield per acre for tlie whole province 
as the standaid. Now the district yield may be .expressed as a 
])ercenta^^e and this ])ereenta^^e inav be rci’urded as the index 
number of yield. 

Thirdiv, the results are multi])lied. In multiplyinir the 
])ro|'ortiou of tbe area under a and the corresponding' index num- 
ber of yield we take into account 

(1) the relative iiniinrtance of the crop a in that district 

(as indicated by the propoition of the cropped area 
which is under a) and 

(2) the yield of the crop a in (‘omparison with the provin- 

cial standard. 


2 Gross cultivated aroa.=^Ket cultivated area-hdouble-cropped-area. 
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The product which we get is, therefore, an index of the con- 
tribution of the crop a to the productivity of the district we are 

considering. 3 

Fourthly, we get similar products by taking into account 
other 2 ‘epresentative crops and the aggregate sum of these products 
constitutes the combined index number of production. 

The whole process may be expressed in the form of the fol- 
lowing formula; — 



= Index of productivity where, 

e — Extent of the cultivated area under any crop. 
y — District yield per acre. 

I" — Provincial yield per acre. 
a — Crop a. 

Let us now consider the significance of the indices of pro- 
ductivity which may be computed according to this method. As 
already said, such indices have been employed by Prof. 
Macgregor for the purpose of making international comparisons 
of agricultural productivity. In the first place, these indices are 
designed to give us an idea of the relative agricultural progress of 
the diffeient countries of Europe when indices for different 
countries for a large number of years are placed side by side 
for the purpose of comparison. In the second place, the indices 
reveal the relative agricultural importance of different countries 
at a given point of time. But it must be remembered that the 
total productivity in the agricultural countries of the West in- 
cludes not only the productivity in respect of arable farming but 
also the productivity in respect of stock fanning. These indices, 


3 It will be rcraeniliered that we made use of these products in examining the 
problem of agricultural productivity from the point of view of the geographical 
distribution of crops. 

4 Cf. A note on the method of calculating indices of agricultural pro- 
ductivity. 
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therefore, do not reveal the relative importance of stock- 
raising in the rural economy of the different countries 
of Europe and hence they do not indicate completely 
the agricultural situation of these countries. Of course, 
Prof. Macgregor has cah'ulated the productivity of these countries 
in respect of live-stock by finding out the live-stock raised per 100 
cultivated acres. But even then, as he has admitted, the pro- 
ductivity in respect of livestock cannot be regarded as additional 
to the productivity in respect of arable farming for the simple 
reason that ‘‘ A large part of the crops is fed to stock.’* On the 
other hand there is also the fact that “ The maintenance of stock 
on the land itself influences crop yields ” so that a larger amount 
of sto(*k kept on the land will certainly have the effect of increasing 
the (‘rop yields and consef]uently the agricniltural productivity in 
respect of arable fanning. Thus, on the whole, it is rather 
difficult to infer, from the indices of productivity, anything de* 
finite about the total agricultural productivity of the different 
countries and hence a (‘onijiarison of these indices does not go very 
far in giving us a definite idea about the relative agricultural 
situation in these countries. Now this difficulty obviously does 
not arise in the case of the densely populated districts of the 
Gangetic plain where stock-farming is unknown and agriculture 
as an industry is confined only to arable farming. As already ex- 
plained in the last chapter, the population in this region subsists 
mainly on rice and the deficieii(‘y of the rice diet in Protein and 
Nitrogen is made up by the consumption of cereals and vegetables 
rich in these substances or else by the consumption of fish so 
that there is no necessity of a mixed diet of cereals and meat as 
in the Western countries and no necessity of a highly developed 
stock-fanning. Moreover, as we have seen, the pressure of popu- 
lation upon land in this region has become so intense that the 
cultivated area has sometimes made encroachments even upon 
pasture lands so that raising of live-stock even for purely agri- 
cultural purposes has become increasingly difficult. 

There is another important reason why the indices of agricul- 
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tural productivity are particularly useful in the case of a predomi- 
nantly agricultural region like the upper Gangetic plain. Such 
indices not only definitely indicate the whole agricultural posi- 
tion of different districts relatively to one another but they ailso 
reveal their relative economic strength based as it is on a single 
industry, viz., agriculture* Hence, so far as the density of popu- 
lation depends upon the extent of economic resources in a parti- 
cular place and also upon the extent to whi(*h these resources have 
been utilised in the best possible manner, these indices throw a 
flood of light on the problem of the density of population. As 
Prof. liowley points out, in the case of industrial countries density 
figures convey little or no meaning that has any ])ractical bear- 
ing. It is no use comijuting the number of people who eain a 
living i)er acie of a town. When we compare such density figures 
and speak of over-population we think in terms of over-crowding or 
mal-distribution of population; we do not think of over-popula^ 
tion from the point of view of adjustment of population to the econo- 
mic resources and possibilities of a particular place. ‘‘ From this 
point of view.’’ Prof. Howley says, “ Density is of use mainly, 
if not solely, for considering the numl)er of people supported by 
consumption or sale of pastoral or agricultural products. 
even then density figures will not be sufficiently significant if we do 
not concentrate our attention upon a particular region in which the 
soil and climate are fairly uniform. Otherwise we shall be mix- 
ing up, as Prof. Bowley remarks, “ A measurement of the vari- 
ability of the soil with that of the adequacy of its cultivation.”^ 
If, however, we take a homogeneous area, we may usefully com- 
pare the density of population dependent on it with either that of 
another area of the sanw general nature or with that of another 
homogeneous area of a different nature. Now, the indices of pro- 
ductivity for the forty districts lying in the upper Gangetic plain 
have been calculated on the basis 100 which represents the regional 


5 Bowley, Measurement of Social Phenomena. 
t>lhid„ Chap. L 
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standard. All these’ districts constitute a region, in which, in spite 
of local variations, the soil and the climate, as we have already 
seen, are of the same general nature and the choice of crops and the 
systems of farming exhibit the same fundamental characteristics. 
Hence, a comparison of the productivity of the different districts 
on the basis of a regional standard is highly significant not only 
because it indicates their relative position in the scale of produc- 
tivity but also because it enables us to compare the densities of 
these districts on the basis of agricultural productivity. 

This study of the problem of density in the light of agricul- 
tural prodr ctivity has been specially fruitful in the case of a 
region like the upper Gaiigetic plain and the reasons why this is 
so are mentioned below: — 

(a) The upper portion of the Gangetic plain constitutes an 

agricultural region where we find some of the highest 
densities in the world. The symptoms of a high 
pressure of population upon land are present in a 
most striking manner. We find a very high percent- 
tage of gross-cropped area; the net cultivated area 
is, on the average, 75i.5 per cent of the total culti- 
vated area. The double-cropped area is also very 
extensive and varies from about 5 per cent of the 
cultivable area in the dry regions of the Central 
India Plateau to about 27 per cent in the district of 
Oudh. Moreover, the extreme pressure upon land 
is revealed by the very small extent of the area re- 
corded as Recent Fallow which varies from about 
2 per cent to 3 per cent of the net cultivated area. 

(b) This region consists of as many as 40 districts showing 

often very wide variations in density. This has 
enabled us to get sufficiently numerous points on the 
cuiwe of productivity otherwise the alternative would 
have been to take one particular district and mark 
the variations in indices year by year (as Prof. 
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Madliava has done) for a lar^e number of years and 
even then ii would be difficult to take into account 
possible changes in yu and Ya , because accurate 
figures for «/« and Ya are available only for 
ihe quinquennium ending 1921, so that if we 
calculate indices on the basis of figures of average 
yields for years prec'eding this quinquennium our 
resulls will be unreliable. Moreover so far as 
density figures are concerned we w^ould have 
had to find out the intercensal annual variations 
in population. 

(c) The figures represeniing ija and Ya given in the 
Quinquennial Ileport on the Average Yield of Prin- 
cipal Crops in India, published by the Department 
of Commercial Intelligence, are more reliable in the 
case of the districts of the United Provinces of xlgra 
and Oudh. These statistics of yield are made the 
basis of land-revenue assessments so that special care 
seems to have been taken to get as accurate figures 
as possible. The leturns of average yields are ob- 
tained by (•lop-culting experiments. Un an examina- 
tion of the returns for the quinquennium ending 
1911-12, it was recognised that the results of the ex- 
periments as conducted by the district revenue staff 
were generally unieliable. A change in the system 
was considered desirable and in 1915, the Govern- 
ment of India with a view to ensure accui^acy issued 
instructions to employ as far as possible the expert 
officers of the Provincial Agricultural Department 
for (iui lying out experiments on a well-ordered plan 
in each agricultural tract and for the investigation 
of average crop outturns in the various provinces.^ 

7 Quiijqiiftniiial Ileport on the Average Yield of Principal Crops in India, 1921. 

Memorandum of the Director of Statistics. 
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The new systen: was introdueed in the quinqueiminm 
endings 191(>-1< in some of the provinces mainly as 
iin experimental men sure. It appears from the 
present repoits that durinj^ the quinquennium under 
review the new system was not fully carried into 
eflpect in most of tlie provinces/* But so far as the 
TTiiited Provinces of A^'ra and (^udli are concerned 
the memorandum of tlie Birect'or of Statistics does 
not include them amonjjfst the ]ir()vinces where the 
new system was not fully carried into effect. As a 
matter of fact he says that, “ In the quinquennium 
under review experiments in tl)e United Provinces 
were made l:y officers of the A pfri cultural Depart- 
ments and some l>y settlement officers in addition to 
those conducted l)y district officers.^* 

(i\) The density %ui’ps Imve been taken from the Census 
Deport of 1921. M(»reover the Season 1921-22, was 
a normal season so far as cropped areas and outturns 
are concerned so that the cultivated areas taken 
are normal cultivated areas under the re- 
l)Tesentative crops .selected. Then aj^’aiii, as pointed 
out above, the fip^uros reprosentinq; and Yu are 
also taken from the (iuinqueiinial Deport on Average 
A^ields for the period ending, 1921. Hence it will 
be seen that all tlie figures taken as data relate to 
the same year, viz., 1921; and what i.s more im- 
portant is that the year 1921-22, has turned out to 
be a normal agricultural year by a chauce coincid- 
ence so that the value of the results obtained has 
been considerably enbam’ed. For example, we can 
measure the variations in productivity with reference 
to the normal and thus we can have an idea of the 
variations in the wonoinic (*onditions of the different 
districts in abnormal years. 

It is a remarkable fact that the method by which have 
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calculated the indices of agricultural productivity fully takes in- 
to accx)unt the influences of agricultural water-supply, intensive 
cultivation and the choice of valuable or heavy-yielding crops 
upon agricultural productivity. The influence of irrigation on 
productivity has been taken into account by reckoning separately 
the irrigated and the unirrigated areas under the different represen- 
tative crops and also ihe irrigated and the iinirrigated yields per 
acre in every case. A high rate of yield obtained over a larger 
proportion of the irrigated area is bound to tell strongly in the 
total index of productivity. Secondly, the influence of intensive 
cultivation is taken into account when we compare the district 
yield with the provincial yield. Thirdly, the index number of 
yield multiplied by the proportion of the area under any crop 
to the total area under all the representiative (‘rops gives an index 
of the contribution of this crop to the productivity of a particular 
district. Hence this index takes into account the influence of 
choice of crops upon agricultural productivitv and as the index 
of productivity is nothing but the sum of such indices for all the 
representative crops our method takes into account the influence 
of choice of crops upon the agricultural productivitv of a district. 
Bill it should be noted that our mefhod does not take into account 
the extension of cultivation in a particular district and the bear- 
ing of this limitation upon the problem which we are considering 
will lie examined later on. 

Let us now indicate the source and nature of the data which 
are the basis of our calculations. Firstly, the representative crops 
selected are Bice, Wheat, Barley, Juar, Ba.ira, Maize, Gram, 
Sugarcane and Cotton. The area iinder these crops, as already 
pointed out, constitutes more than 75 per cent of the gross-cropped 
area. The figures for the areas under these crops have been taken 
from the Crop and Season Eeport for 1921-22. Secondly, the 
figures for district yields and provincial yields have been taken, 
as already said, from the Quinquennial Report on Average Yields 
for the period ending 1921. In this respect a departure has been 
made from Prof. Madhava's method of obtaining figures of 
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average yields. In finding out ya for example, Prof. Madhava 
has divided the total outturn of ^ a ^ in any district by the area 
under ‘a' in that district. Similarly in finding out Fi, he has 
divided the total outturn of the entire province by the total area 
under ' « ’ in that province. Now, if we take the figures of 
average yields given in the Quinquennial Report separate calcula- 
tions of yields are avoided and, what is more impoi’tant, the figures 
are more reliable as indications of the productivity of different 
tracts, based as they are on crop-(*utting experiments. Thirdly, 
the density figures represent, in all cases, densities of rural por- 
tions only: otherwise density figures cannot l)e inter])reted in the 
light of agricultural piviductivity. 

Let us now turn to the actual results whi(‘h we have obtained. 
Our problem, as pointed out at tlie outset, is to discover the rela- 
tion between the variations in indices of productivity and the 
viiriations in the density of po])ulation and to find out whether 
the rate of increase or decrease in productivity is commensurable 
with the rate of increase or decrease in ihe density of population. 
Tf we refer to the general-trend curve of productivity in the graph 
given on page 250 we find that the general treuds of density and 
productivity show a (dose correspondence. But we observe cer- 
tain discrepancies which are very much pronounced in the case of 
districts where the density is in the neighbourhood of between 
416.8 and 499.3. Can these discrepancies be explained in the 
liglit of probable conditions under whi('h a discrepancy would 
arise? Are there any theoretical limitations of the method and 
if so can these discrepancies he explained on the basis of these 
limitations? Tf it is not the case, are the discrepancies to be 
explained on other grounds? 

Theoretically, we may conceive of conditions under which there 
will be a discrepancy in the sense that there will be an inverse 
relation between the index of productivity and density. Suppose 
in a particular district A the unculturable area as well as the 
area recorded as culturable but not cultivated is extensive. Now 
the extent of the net cultivated area being small the population 
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which can subsist on the a^ri cultural resources will be corres- 
poiHlin^>ly small iimler tlie usual conditions, i.e., we should expect 
a low density of ])opulation in this district. Ag-ain suppose in 
another district ]\ the unculturable area as well as the area record- 
ed as cultuiahle hat fiot cultivated is small, Xow the extent of the 
net cultivated area bein^* lar^e the population which can be main- 
tained under tlie usual (‘onditions will be correspondingly large, 
i.e., we should, in this case, expect a high density of population. 
Now, so far as our method of (*alculating indices of agricultural 
productivity is concerned it does not take account of this variable 
factor, viz., the extent of the net cultivated area. Now, we 
might suppose that in the case of A the proportions of the areas 
under the diffeient representative (*rops to the total cropped area 

under all these crops » “1^ > are the same as the corres- 

ponding proportions in the case of B. It is also possible that the 
proportion of tho district yield to the provincial yield p , ~ , etc., 
is the same in the case of A as in the case of B. Thus under the 
conditions assumed llie index of agricultural productivity will be 
the same in the case of Imtli A and B. Flence comparatively 
speaking, in A the density will be Ioav although the productivity 
is high and in B the densitv will he high although the productivity 
is low. Moreover, it is also con(*eivable that in A the standard 
of cultivation is higher and it enjoys greater advantages in res- 
pect of soil and rainfall so that is greater in A than in B. 

j (t 

In this case, the discrepancy between agricultural productivity 
and density will be furiber a(*centuated. Our (*onclusion, then, 
is that til eoreti call}" there w"ill be a discrepancy between agricul- 
tural ])r()ductivity and density on the following assumptions: — 

(a) That the net (cultivated area is smaller in A than in B, and 

(b) Uiaf, and ~ are the same in boMi A and B; and this dis- 

orepancy will be greafer if ^ is greater in tho case of A than 
in the case of B. 

Let ns now examine the statistical facts lelatinf? to thjs 
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question and enquire whetlier the disciepaiicies which have actual- 
ly arisen can be explained in the inanner proposed above. The 
obvious test consists in linding out the co-existence of ihe condi- 
tions (a) and (b). I., oilier words, ihe discrepancies can be ex- 

plained by the tlieoretical limitations oi the method if we find 
that the indices of piodiictivity will be ihe same althoug'h the 
extent of the uiicultiuable aiea as well as ilit^ area which is cul- 
iurable but not cultivated is diiterent (whi(;h means that the ue^ 
cultivated area is ditferent).- This involves obviously the ques- 
tion whether there is a disc.repaucy lietween variations in pro- 
ductivity and variations in the extent of the unculturable area 
as well as the area which is culturable but nol. cultivated. The 
graph given on page 25^1 is interesting in this connection and the 
facts revealed supply uu answer to the question that we have 
raised. It is apparent that the general tendency is for pro- 
ductivity to diminish with increase in the extent of the uacul- 
turable area as well as the area which is culturable but not culti- 
vated. Thus high productivity goes with a high density of popu- 
lation in districts where the extent of unculturable area as well 
as the area which is culturable but not cultivated is small; and 
lov/ productivity goes wdth u low’ deiivsity of population in dis- 
tricts where the extent of unculturable urea as well as the area 
w^hich is culturable but not cultivated is large. This shows that 
there is no discrepancy, between variations in productivity and 
variations in the unculturable area as well as the area which is 
culturable but not cultivated. It is ol)vious that according to 
our method of calculating indices of productivity the crops which 
have a very high district yidd in pioportion to the provincial 
yidd and which occupy also a large proportion of the total area 
under the representative crops will tell very strongly in the total 
index. Variations in these indices therefore can only mean varia- 
tions in these factors which make the index figures higher or 
lower as the case may be. Hence, from the fact that productivity 
is high in the case of districts where the unculturable area as 
well as the area which is culturable but not cultivated is small 
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we can reasonably condlud© that in these districts the district 
yield in relation to the provincial yidd is high owing to favour- 
able physical conditions of soil and rainfall and that such a high 
yield is obtained over a comparatively large area of land. This 

means that ~ cannot be the same aS assumed in comparing A 
xa 

and B and hence the indices will be different in the case of such 
districts. The hypothetical nature of this assumption is indicat- 
ed further by the general-trend curve representing the variations 
in the double-cropped area. It appears from this curve that the 
double-cropped area decrease with an increase and increases with 
a decrease in the extent of the unculturable area as well as the 
area which is culturable but not cultivated. It is significant that 
double-cropping is extensive wherever the extent of the cultivated 
area is very large. As already explained in Chapter 11 double- 
cropping always depends upon the favourable conditions of soil 
and rainfall. Hence the fact that double^cropping is more exten- 
sive in districts like B and less extensive in districts like A clear- 
ly indicates that the districts like B enjoy greater natural ad- 
vantages than the districts like A and consequently the indices 
of productivity cannot but be higher in the case of the former and 
lower in the case of the latter,® 

The substance of our discussion, then, is that the discrepan- 
cies which have arisen in the case of certain districts are not 
accompanied by the possible conditions under which such dis- 
crepancies might arise. Hence these discrepancies are not due to 
the limitations .of the method by which we calculate the indices 
of productivity and must, therefore, be explained by other than 
the agricultural factors of the problem of the density of population. 
Moreover, it is interesting to observe another significant fact 
which is revealed by the general-trend curves of productivity and 
double-cropping. We find a trough-like depression in the curve 


6 The possibility that might be greater in the case of districts like A 

Ya 

is obviously more hypothetical. 
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of pmdnctivity in those ranges where the indices of productivity 
vary from about 98 to 102. In the curve of productivity ^iven 
in the graph on page 250 w© find the same sort of depression in 
the very same ranges. Moreover, if we observe the curve of 
double-cropping we find that it ascends steeply in exactly the 
same ranges. This meaus, that in ihe case of these districts, 
although the extent of double-cropped area is large the index 
of productivity is relatively low in spite of the fact that the area 
which is unculturable as well as the area which is culturable but 
not cultivated is not relatively large. Hence it appears that the 
discrepancies which liave arisen are real and must be explained 
bn other grounds. 

We have just discussed the nature of the general corres- 
pondence between agri(‘ultural productivity and the density of 
population and we have seen that, apart from certain discrepan- 
cies which must be explained by other than the agricultural factors 
of the jiroblem of density, there is a pronounced tendency for the 
density of population to increase correspondingly with an increase 
in agricultural productivity. An a1teiu])t will be made to examine 
a little more closely the significance of the curve of productivity 
given on page 250. 

Firstly, it is important to observe the significance of agri- 
cultural })roductivity represented by an index of 100. If w© were 
to find out the indices of the contril)utions of the representative 
crops selected to ihe productivity of the entire province and sum 
up these indices the result will obviously be 100. This combined 
number index, viz., 100 is nothing l>ut the weighted average for 
the entire province and it serves as the standard on the basis of 
which WT can make comparisons. Now if w© observe the graph 
on page 250 we find that the index of 100 corresponds with a density 
in the neighbouihood of 500. It appears also from the (bnsus 
Export that the true mean density of the United Provinces, as 
a whole, is between 450 to 600 although the arithmetical average 
of density is slightly less. This correspondence between the 
weighted average of agricultural productivity for the entire region 
F. 33 
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and its mean density is highly significant.^ It shows that the 
index 100 really represents the average conditions of agricultural 
productivity in this region and, in so far as the dynamic changes 
in the agricultural situation and in the density of papulation can 
be studied with reference to the curve of productivity, the signi- 
ficance of this index can scarcely be exaggerated. 

Secondly, it is important to observe the nature of the increase 
of productivity relatively with the increase of density and this 
is possible by observing the rate of increase of productivity in 
relation to the rate of increase of density. The graph given on 
page 258 is instructive in this connection and the curve given there 
has been traced out in the following manner. The same data 
which have been utilised in tracing out the curve of productivity 
given on page 250, have also been utilised here but in a different 
manner and with a different objet't in view. The density figures 
given iji the graph on page 250, have been expressed as propor- 
tions of the mean density, viz., 500 and the productivity indices 
have been expressed as proportions of the index of average pro- 
ductivity for the entire region, viz., 100. The former series of 
ratios is represented along the X-axis and the latter series 
along the Y-axis. The curve that we get, viz., the curve A shows 
the nature of the increase of productivity in a very interesting 
manner. It will be seen in the diagi’am that another curve, viz., 
the curve B has l>eeii fitted into this curve which we have traced 


Mt bIiows tliiit tlio rorrespondtuK-c hciwecii agricultural productivity ami density 
aa demonstrated in the last chapter is highly significant and real. 

lO The values of X corresponding to values of Y are : — 
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out.^^ Apart from a well-marked discrepancy which h found 
in the middle ranges of the two curves and which is due to un- 
known non-agricultural factors of the problem of density as ex- 
plained in the last ch .pter, the curve 11 may he taken to represent 
fairfy the general trend of the increase of productivity’. Tt is 
interesting to note that tlie curve 11 has certain well-defined pecu- 
liarities which give ns a clue to a proper understanding of the 
nature of the increase of jiroductivity relatively with the increase 
of density. These i)eculiarities are apparent from the shape of 
t])e curve itself. Such a cuta^p has a steep as(*ent at first up to a 
certain point after which it has a gentle imdi nation upwards. 
This means that there is a very rapid rate of increase up to a 
certain point after Avhich the rate of increase becomes slow. But 
it must he noted that there is another discrepancy in so far as the 
curve A takes a gentle slope upAvards even at the initial stage and 
this means that ]U‘odacti vitv does not increase A^erv fast at first, 
and that the rapid race of increase, begins only after this initial 
stage. This discrepancv can be explained by the fact that there 
is an inevitable lag and until there is a minimum number of people 
on land agriculture A\’ould he imperfectly organised and pro- 
duct iAU ty will not begin to increase as fast as it does at a later 
stage. But, on the whole, we mav sav that the curve which re- 
presents the general trend of Ihe increase of product! Auty is of 
the nature of the curve B. Noav, if avc obseive the diagram once 
more w^e realise at once the significance of the point which re- 
presents a productiAutv of 100. Tt is up to this point that there 
is on the whole, a very rapid increase of productivity correspond- 
ing to uniform increase in densitv 1 u< after this point has been 
reached the late of increase of productivity becomes much slower. 
TTence it appears that so long as the density of population is be^ 
loAv 500 agricultural productivity increases, under the existing 
condition at a very rapid rate. But when the density ffoea on 

n II is interest ins to note that there is a close resemblance between the curve 
B and the Hysteream curve which is employed in Vhysios to represent the magne- 
tic condition or properties of a material. 
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inoreafling beyond 500 a^?rioultnral produciivity has a tendency 
to increase at a less rapid rate. 

It is interesting', in this connection, to consider the question 
whether the statistical analysis ^fiven above throws any light on 
the so-called problem of ‘ over-population ’ in the upper Gange- 
tic plain. But it is important, at the outset, to understand what 
over- population or under-population really means. The only 
‘ real ^ Law of Population may be stated in tlie words of the late 
Professor Cannan as follows: o-iyen time the amount 
of labour which can be exerted on a given extent of land, con- 
sistently with the attainment of the greatest productiveness of 
industry at that time, is definite. Assuming (what within short 
periods is almost exactly true) that the total amount of labour 
exerted on a given territory increases and diminishes as the popu- 
lation c'f that territory increases or diminishes we may word the 
law thus — at any given time the population which can exist on 
any given extent of land, consistently wuth the attainment of the 
greatest ])roductivenesR of industry possible at the tinio, is defi- 
nite. The size of the population which ensures the maximum 
return may be regarded as the optimum size and w^e can vspeak 
of absolute over-population or absolute under-i)opulation when the 
]U)pulatif)n exceeds or falls shoil of this o])tiTnum size. But as 
Prof. Lannaii savs, “ To show^ that both under-population and 
over-population are possible is not the same thing as showing that 
either of these things exists now^ -or lias ever existed .... The 
existence of over-po])ulation or under-])opulation is not suscep- 
titde of ('xact demonsti'ation.’^i^ The reason whv this is so is to 

12 The word ‘ real ’ used by Prof, (’annan himself is sif^nifieant and, in fact, 
as Mr. Lionel Bobbins points out. Prof. Cannan made a distinct contribution to 
ecanomie sciem^e by extricating the problem of ])opnlation from the haze of un- 
reality in w’bicb it had been enveloped so long. 

l'5Ct»nnan, Elementary Political Economy (2nd Ed.) p. 22. Quoted by Mr. 
Lionel Jnd)binH in an article on the Optimum Theory of I'opulation in London 
Essays in Economics (p. 103). 

14 Cannan, Elementary Political Economy, p. 25. Quoted by Mr, Bobbins in 
London Essays in Economics (p. 115), 
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be found in the fact that the i)(>int of maximum return, as Prof. 
Caniiaii explains, is l;ein‘’' (*(*nstaiitly shifted by the “ Proffress 
of Knowledge and other circumstances ” and it is highly problem- 
atical at any time to sev whether a larger or a smaller population 
is desirable in the case of a particular country. Absolute over- 
population is thus a question of knowing definitely the point of 
maximum return. The number of people that can exist on a 
given land consistently with maximum productiveness is no doubt 
definite. But it is not an easy matter to demonstrate that in 
any particular region the point of maximum leturn has already 
been passed and that a diminished number of people has become 
desirable. 

But while it is ditlicult to verify the existence of ahsoluie 
over-population (or under-population) in a particular region, it 
is not difficult to verify statistically the existence of reUitive over- 
population. This distinction between absolute and relative over- 
population whi(*h has be n suggested by Prof. Mises implies that 
while a region may be regarded as absolutely over-populated “ If 
the optimum of j^opulation beyond which an increase in the number 
of people signifies not an increase but a lowering of the standard 
of comfort has been alieady reached/' it may be regarded as rela- 
tively ov(u*-populated when “ on a(;count of large ])opulatioii less 
favourable conditions of production are pjesent than in other lands 
so that necessarily the same ex})enditure of caintal and work 
brings a smaller itdiim.^^ Thus assuming a given adjustment 
Ixdween population and prodiu tivity we can, at a given i)oint of 
time, form an idea of the extent of relative over-p()])ulaiion or 
relative under-])o}>ulation in a particular region when this region 
is compared witn others. WheUier the given adjustment re- 
presents the ()])tinium conditions or not is something which can- 
not be verified; but whether Ihis adjustment takes ])lace under 

15 L. Mises, Nation, Staat and WiHscliaft. TIjese passages which are quoted 
m Gernuan by Mr. Kohbins (footnote on p. 1^2 of Londoii Kssays in Economies) 
have been translated into* English. 
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more or less advantageous conditions in one region than in an- 
other is something which can be verified. Thus we can speak 
of relative over-population in a particular region when the advan- 
tages of increase of population are less there than in another 
region and we can speak of relative under-j)opulation when the 
advantages of increase are greater in one region than in another. 
Thus two regions may be absolutely over-populated; but still we 
can speak of relative under-po 2 )ulation in the case of one and 
relative ()ver-poi)ulation in the case of the olher. Similarly two 
regions may be absolutely under-populated; biii still we can speak 
of relative under-population in the case of one and relative over- 
})opulation in the case of the other. 

From this point of view the curve given on page 258 has mmh 
significance. As already explained, agricultural productivity in- 
creases at a very rapid rate corresponding io uniform increases 
in density up to that point on the curve which represents a pro- 
ductivity of 100. But after that point the rate of increase becomes 
much slower. From Ibis it is not an unwarrantable inference 
that there is relative under-population in the ( asc of districts hav- 
ing a density in the neighbourhood of less than 500 because the 
advantages of an increase of population are greater in the case of 
this group of districts ; and that there is relative over-population 
in the case of districts having a density in the neighbourhood of 
more than 500 because ihe advantages of an increase of popula- 
tion are smaller in the case of this group of districts. But it 
must be remembered that some of the distiicts having a density 
of less than 500' might be not only relatively but also absolutely 
over-populated. Again some of the districts having a density of 
more than 500 might be not only relatively but also absolutely 
over-populated. But the point at which absolute over-population 
begins or at which absolute under-population ends will depend 
obviously upon the position of the optimum and the determina- 
tion of this point, as Prof. Cannan has pointed o\it, is not within 
the bounds of statistical demonstration. 
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A note on the method of calciilafini; indices of agricultural 

productivity . 


Suppose that a a^. are then crops 

grown in any area. Now if we follow the notations given on page 556 
the formula may be stated thus : 
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It will bo observed that the ordinary arithmetic formula for 
obtaining weighted index numbers of prices is just the same as 
the formula given above. Thus //’s are the prices in any year, 
Y’s are the prices in the base year and /^’s are the (piautities taken 
into account in tli(^ particular year. The objections raised by 
]*rof. Irving Pisher against such a formula, viz., the factor 
reversal test and the time reversal test cannot obvioasly apply in 
the present case. 
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The pruhlem oi the principles, on which grants should be 
allotted, bristles with difHculties. Jn England, where the system 
of assigned revenues, was for long in operation, it is signiticant, 
that it had to be supplemented by many fixed or ^er capita grants, 
given on behalf of specific- services. The system of block gi^ants, as a 
rule, gave way in favour of percentage gr ants in 1913-14. The chief 
defect of the percentage grant system, is that under it, the decid- 
ing voice, as to what money shall be spent, is not that of the 
(jovernment or the House of Commons, but that of local author- 
ities. ‘‘ The departments are thus in great difficulties in framing 
estimates, for these are based not on anticipations of what the de- 
partment itself will do, but of what hundreds of authorities may 
do. The weakness of divided responsibility is manifest through- 
out.’^ 

The Committee on National Expenditure, presided over by 
Sir Eric Geddes, pointed out that thei whole question of the rela- 
tionship of national and local finance needed revision, but re- 
frained from making any spec-ifii* recommendation. The Geddes 
Committee pointed out, that the percentage grant system led to 
extravagance on the part of local authorities and recommended 
that percentage grants be replaced by blo(‘-k grants. A recent 
writer, however, in the and Atdiewam (Nov. 24th, 1928), 

points out that percentage grants are in force in Eng'land for Edu- 

674 
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eaiion and Police and that tlie system was applied to Education 
after other methods of grant had been tried and found wanting. 
The great advantage of the percentage grant over the fixed grant, 
is that sympathetically administered, it affords the best instrument 
for Government control, without undue interference with the auto- 
nomy of local bodies. At the same time, it must be remembeied, 
that while under a system of block ginnts, local bodies are once and 
for all released from the oblig’ation of augmenting their tax re- 
sources, under a system of percentage grants, there is the recipro- 
cal obligation, cast upon local authorities, to find half or two- 
thirds of the cost, as the case may be. In the beginning of this 
century in India, block grants vere morti or less prevalent {vide 
Richey’s Grant-in-aid to Schools in India), and local authorities, 
were conceived of as institutions perpetually dependent on lio- 
vincial Governments. The Financial Relations ( ommittee of 
Madras (1920) pointed out solemnly that it is the duty of the 
Government to insist, that all grants from Provincial funds, are 

spent to good purposes. “ .No grants, in our opinion, 

should be sanctioned, exc'ept on the clear understanding that the 
Government are at liberty to reduce or withdraw them, if the 
services for which, they are intended, are not efficiently administer- 
ed.” This view does not seem to he confined to one jirovince. In 
Bengal, Bihar and Orissa likewise, the opinion of the Provincial 
Governments seems to be that grants-in-aid are a form of control 
of the activities of a local body, in regard to which they no longer 
have internal control, under the existing dyarchic dispensation. 
Thus Mr. Goode (Se(*retary to the Government of Bengali Local 
Self-Government) in his evidence before the Taxation Enquiry 
Committee pointed oui : ” If the provincial grants-in-aid, are con- 
ditioiial and not earmarked, they may in the opinion of the Gov- 
ernment be misapplied like other funds, within the absolute dis- 
cretion of the local body. This external control of policy by 
means of grants-in-aid lias never been objected to by local bodies 
and it would be most unw^ise, in view of the inefficien(*y of local 
administration, to surrender a power, to which no exception is 
F. 34 
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taken. The Taxation Enquiry Committee also endorsed the pre- 
valent doctrine of grants-in-aid as a method of external control, 
over the activities of local bodies and have recommended that 
grants should he granted in a manner, which will enable the 
Provincial (Toveriinieiii to insist on efficiency.’’ Now I submit, 
that the time has come when we must revise the dictum of the 
Financial Helations Committee of Madras. We have to viev 
grants-in-aid, made to local bodies from a different standpoint 
altogether. I would even go to the extent of staling, that of late, 
we have an exaggerated importance to grants-in-aid from Pro- 
vincial Govern meiits, imagining, that they constituted the 
siiw qwi non of success in local self-govcrnineiit in rural areas of 
Pritish India. I think, the time has arrived, when we ought to lay 
stress on the reform of local taxation in rural areas and see that 
loc^al bodies are provided with adequate and independent sources 
of revenue. At present, the existence of our local bodies is 
either one of idleness or financial bankruptcy. Now that Provin- 
cial contributions have been put an end to, our Provincial Govern- 
ments cannot, ostrich-like, take shelter, under the Meston Award, 
and refuse lielp to local bodies. Now that in these days of rapid 
transport, the distinction between national and local servicCvS is 
tending to be(M)me obscure, there is not much reason behind the 
systems of percentage and discretionary grants-in-aid. I think, 
we have made too miudi of a fetish of percentage grants. 
Of course every one knows Mr. Sidney Webb’s classi(‘al arguments, 
in favour of a system of percentage grants, and it is because, we 
have followed too (dosely the English system of percent- 
age (if we can be said to have followed any scientific 
system of grants-in-aid) that the grants-in-aid distributed 
to (r7(h Note) our local bodies liav^e not been sulistantial. 
Until such time arises, considering that taluks and districts, 
in one province, aie unequally endowed in the matter oi 
both material and huinjni resources, I think oui' Provincial Gov- 
ernments should inaugurate a system of block grants. As far as 
'the Madras Government is concerned {ride the Eeports of the 
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Madras Provincial Simon Committee and the Memorandum sub- 
mitted bv the Madras Governor to Simon ('Ommission), from the 
panchayats, up to the District Boards, it must be said to the 
credit of our local bodies, that they have functioned, as satisfac- 
torily, as they could, under the restricted conditions of an inade- 
quate Revenue. 

liOTd Balfour of Burleiofli, in his separate report to the Boyal 
Commission on Local Taxation in Rn^’land, ])oints out how Ex- 
chequer f’aants, can be so manipulated, as to inalve the burden of 
cost of a national service, on i*ate])ayers e{|ual in different loca- 
lities. ITe ])oints out how conditions vary ^-reatly in different 
localities, density or sparseness of population and general 

industi'ial character, and li(>w tlie freedom of rates varies from 
one locality to another. lie, therefore, advocates the system of 
block j^rants, under whi(*b ^’rants should be distributed in such a 
way that most would be ^’iven to those districts wliicli have the 
lowest ability and whose expenditure is necessarily hip^h and less 
to those with the greatest ahilitv and less necessity for expendi- 
ture. For preventino* the dan^^ers of block ftTants, he outlines a 
system of ^Tants, wliich involves the recojj^nition of two prin- 
ciples — (1) there must be a minimum scale of expenditure for 
‘every local body; (2) apfain there must be a certain amount of 
maximum revenue thai can be raised by a local bodv. The srants 
then ^^iven, under his scheme, would he equal to the deficiency 
between minimum expenditure amount and maximum revenue 
amount and it mirst be made on condition, that the maximum 
revenue, is raised as soon as possible. He puts the entire case 
for his sclieme, when he points out while there is such extreme 
dis])arity in local resources of different localities, it is hopeless to 
expect, and impossible to insist upon efiicienev in national ser- 
vices, unless state subventions can be used as a means of equali- 
sation. This is just the standpoint from whi(^h ^;rrants-in-aid to 
local bodies must be approached in India, so lonsf as the system 
continues to exist. As already pointed out, Grants-in-aid are 
only second-best. The theory of Mr. Sidney Wehh and his 
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followers {vide his Granfs-ih^aid, Chapter 23), ‘‘ that local indepen- 
dence is reserved, under the method of grants-in-aid while de- 
nied under control without j^rants,” will on careful examination 
be found to be untenable. TTivS conception of local autonomy is 
best reproduced in his owm lan^ua^e. We wish to leave the 
local authoiities, free to choose, just as a wise parent leaves his 
children free to choose. But there is no harm and on the con- 
trary .sfreat gain, in taking care, that the choice is exercised, with 
all available knowledge; and experience show^s that the choic»^ is 
more likely to be made, if some financial inducement, is thrown 
in .the balance, in favour of the coui'se, whilst benefiting the 
locality itself, now and then, is likely to be of most advantage, 
to the community as a whole and to the locality in the long run/’ 
Now we may point out that this interpretation is rather antiquated 
and that it is tending to create the situation it wants to prevent 
(Local Becalcilrance or Inertia) and failing to provide an incen- 
tive for capable and large men to serve on local bodies, as some 
of these men dismiss these bodies from their minds, as financially 
impotent. 

The raison d ^etre for the existence of a grani-in-aid is of 
course the fact that our local-taxation-system is defective and 
as the Taxation Enquiiy Committee have pointed out our local 
Revenue, has got to be supplemented by grants-in-aid, so long as 
our system of local taxation is not overhauled. There ought not 
to be any mistake made about the inherent tendency of grants. 
The very fact of its adoption, reduces substantially local inde- 
pendence. Dr. Griffith (Modern City Goverryment, Vol. II, 
p]). 578 — 5Tf^) perlinentlv points out, that there was greater expan- 
sion in fun(‘tions during 1905 — 1920, in American Cities, under 
conditions of local freedom, than occurred in the TTnited Kingdom, 
under conditions of central direction. The testimony of recent 
Indian administration is equally striking. There has been, it 
must be admitted, greater all-round progress, registered, in the 
case of the dpofficiali^>^ed and de^entraliised Boards, than when 
they were, under the tutelage of the Provincial Government. 
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That local energy is desirable for national interests, can best' be 
understood, when it is realized, how much more (a.s in the case of 
Panchayats) local functions develop, when they are undertaken by 
local bodies themselves, than those which are undertaken, entirely 
at the initiative of the Provincial Govemment. It has been 
(laimed by the Punjab and Madras Governments, that there are 
numerous instances of satisfactory administration of grants. The 
olficial report (Keport of the Eegistrar General of Panchayats) 
points out that there arc, detailed rules, regarding the udminis- 
tration of grants, <0 these schools. In their case, the Oovern- 
iiieiit pays a ^Tant Ils. 15 per trained teacher and 

an o(|ni])ine]it ^rant of Rs. 80 per s(‘hool. The first year’s expe- 
rience of tliese schools, has been more than enconrai^in^ and fur- 
nishes noi a litile justification, for the hope entertained, that aloiif)^ 
Uic lines of this scheme may lie the correct solution of the twin 
problems of the pro])er authority for niana^‘inp: public Elementary 
schools in villa^yes, and of the equitable distribution of the finan- 
cial burden of Elcmentarv Education.” (The writer has seen the 
actual ^\’orl\in^ of some of the Panchavat schools and he is not 
]>rTpar( d to subscribe to the eulog'y. This, of course, is a mere 
diflVrence of opinion). 

The Ideal of local Governmental finance is not so much 
Eevisinn of the terms of ^rants-in-aid, as a system of local Taxa- 
tion, \A'hich will endow l()ealitie>’ with separate and adequate 
sources of Revenue. If we want some sort of control we may 
have as ideal, le^^islative, in preference to administrative centra- 
liciution. In America, a study of the results of legislative cen- 
tralization, would seem to indicate that the advisory departments 
of (Tovernment tend to be more serviceable, than compulsory de- 
partments, through their knowledge, smaller expense, absence of 
fried ion and lack of bureaucratic tendencies. The Taxation En- 
quiry Committee, has decidedly expressed itself that a system of 
separation of resources is decidedly the best, if a scheme can be 
discovered, under which the allotment of certain sources of Beve- 
nue to the Imperial and certain others to State Governments, gives 
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6ach a rfitetiiie adequate to iis needs and at the same time affects 
a fair division between the States/' But as reg^ards local Taxa- 
tions, possibly the members of that ('lommittee had not made up 
their mind. Tliey do not g'ive any lead to us on the entire-separ- 
ation of local from Provincial sources of Revenues. Tlie latest 
tendency observable in the TJ.S.A. (luV/iC Article in the American 
’Political Science Quarterly, Dec., 192S), is towards distinct 
separation between state and local resources. 

It will have to be the task of Mr. Layton and other possible 
financial Advisors to the Simon rommission to devise an adequate 
system of local Taxation. They will have to consider this aspetd 
of Indian finance, as important a> the revision of the Meston 
Award. For there is no gainsaying the fact, that the award of 
the Financial Relations rommittee, which constitutes the basis for 
the present di dribution of Central and Provincial resources, has 
not W’orVed satisfactorily in practice, during the last one decade, 
since it had placed too many Sources of elastic resource, at the 
disposal of the Central Government, and starved at once Provin- 
cial Governments and Local Bodies. 

Note, 

It is only recently, that in Madras the Provincial Govern- 
ment has realized the necessity for making substantial grants to 
local bodies. The amount of grants rose from 99 9 lakhs (1920-27) 
to 129.17 lakhs in 1927-28. Of this amount, 62.46 lakhs went 
for Education and all other activities of loc*^l bodies, were to be 
financed from out of the balance. Realizing the necesvsity for 
Village Communications and Water-supply in rural areas, the 
Provincial Government made a special grant of 17.1 lakhs, for 
the same {vir/c Administration Report for 1927-28). On an 
Average, the percentage of Government grants to ordinary expen- 
diture has been, in the case of the Salem District Board 25 per 
cent, Kistna District Board 27 per cent, Madura District Board 
28 per cent. In England, as every one knows, grants are far 
more substantial, averaging between 60 to 60 per cent of the local 
bodies- expenditure. - 





A PLEA FOR THE RECONSIDERATION OF THE 
FINANCIAL RESOURCES OF THE PROVIN- 
CTAI. GOVERNMENTS AND LOCAL 
ArTHORTTIES IN BRITISH 
INDIA 

BY 

R. M. JosHi, 

Professor of Economics, J'he Sydenham P allege of 
Commerce and Ecoiu)nucs, Bombay, 

At the last Eeononiie Conference 1 read a Vai)er on the divi- 
sion of functions and resources in India. That subject among,* 
others is still under the consideration of the Simon (Vmimission 
and Mr. W. T. f^iyton iias been specially attached to the (’om- 
miKSsion to give expert advice upon it to that body. In the (oming* 
year, after the rei)()rt of the (k)mmission is published, the suf)ject 
should again come up prominently tor discussion. So I venture 
to ])ut forward my ideas about it onct‘ again before this aca»lemic 
l)()dy . 

For sixty years, from 1858 to the levenues of the whole 

of Tlritish India were titrated is one and the (jovernment of India 
was responsible for the manner in whic h the revenues were ai)pTied 
to the j)urj)oses of the governance of India as a whole*. In the 
Montagu-Chelmsford Re]wrt it was jnoj.osed to transfei the res- 
])onsibility for certain important provincial services (e.g., educa- 
tion, sanitation, medical relief, rural roads, tanks and wells, 
agriculture, industries, etc.), wholly to the Provincial Govern- 
ments which were to have popularly controlled legislatures. Kven 
before the Reforms these services were of course administered by 
the Ptovincial Governments', but they did so merely as agents 
of the Central Government. The most important heads of revenue 
in ilm country were land revenue, excise, customs, income-tax, 
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opium, salt and surplus on railways. Of these land revenue and 
income-tax used to be divided before the Iteforms between the 
Central and the Provincial Governments, and excise was divided 
in the case of some Provinces and wholly retained by other Pro- 
vinces. The authors of the Keport on Constitutional Iteforms 
felt thal if responsibility was to be transferred to the Provinces, 
the system of divided heads must come to an end. So they pro- 
posed that land revenue and excise should be made wholly Provin- 
cial heads, and customs, income-tax, ojuum, salt and the surplus 
on railways should be wholly Central heads. 

In proposing this arrangement, the authors of the lleport fail- 
ed to give du(^ weight to several very important considerations. 
Firstly, if the popular voice was to be allowed to become more 
effec'tive in the legislatxires, tlien it was only to be expected that 
the criticisms which for years had been made of certain aspects 
of public expenditure w’ould become much more vocal, e.g., the 
excessiveness of the military expenditure and the consequent nig- 
gardliness in the matter of education, sanitation, and the other 
nation-building departments would attract greater attention and 
Provincial Governments i)ersi8tently pressed to find itiore and still 
more money for the latter. Popular opinion would demand aboli- 
tion of the drink evil which was condemned both by the Hindu 
and Muslim faiths. Ijiind revenue administration and revision 
settlements would receive more critical attention. Secondly, if 
Central and Provincial resources were to be s(‘parated, the tlieory 
on the subject and the practice prevailing in federal countries like 
the United States, (Canada and Australia ought obviously to have 
been consulted. In that case the authors of the Report would 
have been guided by the principles summarised in the Taxation 
l^'nquiry Committee’s Report, viz., 

(1) Indirect taxes, with the possible exception of stamp 

duties, are commonly regarded as suitable sources 

of Federal taxation. 

(2) Taxes on corporations are commonly Federal. 
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(3) A personal or general income-tax is generally regarded 

as a source of State or Provincial revenue. 

(4) Excise duiies are almost invariably Federal. 

(5) Taxes on proj)crty are seldom Federal and tend to pass 

increasingly fiom State or Provincial to Local 

Authorities. 

Had the authors of the Kei)ort given due importance to these 
theoretical and practical considerations, they would have proposed 
that land revenue and peisoiial income-tax should be wholly Pro- 
vincial heads; customs, (»xcise, opium, salt and surplus on railways 
should be wholly Central ; that '.ho Provinces should tax all per- 
sonal incomes, agricidtural or othevwist^, in their own interests; 
tliai they should aim at transferi‘ing, as (‘arly as ])0S8ible, the 
whole of land revcuiue to the I^ocal Authorities for the purposes 
of rural educaiion, rural sanitation and medical relief, rural pub- 
lic works, etc.; that the Central Government should aim at aboli- 
tion of the drink evil all over the country and reduce its military 
ex])enditure in jjroportion to the successive decreases in excise 
revenue. 

Had the financial re-arrangement been ])ropo8ed on these lines, 
the result in the case of the major l*rovinces would have 'been 
as follows : — 


Pru-Eefoum Arrangement 
Figures in Rs, lakhs for 1917 •IS 


Provinces. 

Land Revenue lucorm*- 
and Irriga- tax 

lion (half) (half) 

Excise (whole 
or half) 

Total 

Bengal 

... 160 

103 

120 

(whole) 

379 

Madras 

... 350 

3(> 

189 

(half) 

676 

Bombay 

... 269 

102 

294 

(whole) 

655 

Hnited Provinces 

... 335 

23 

64 

(half) 

422 

Bihar & Orissa 

... 78 

11 

50 

9 9 

139 

Punjab 

... 209 

17 

33 

9 9 

269 

Central Provinces 

... 96 

7 

46 

99 

150 
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Rk-ahrawgement as froposkd above 
Figures in Ks. lakhs for W 17-1 8. 


Proviiict‘8 

Ijanci Kfvonuo 
uiul IrriKalion 
( lioL) 

Personal 

Incomo-iaX 

Iwholo) 

Tolul 

Bengal 

290 

104 

403 

Madras 

703 

1)6 

768 

Bombay 

518 

Kil 

679 

United Jboviiices ... 

OTl 

37 

708 

Bihar & Oiissa 

15(1 

‘)‘) 

178 

Punjab 

418 

80 

448 

(\mtral Provinces ... 

19(> 

14 

210 


(Figures taken from Statistics of British India ^ l!)2()) 

The above Iwo tables show that luider the re-arraii gen lent 
jiroposed in my papei*, every major Province without exception 
stood to gain, Madras, and Punjab stood to gain consider- 

ably. Yet they would have been tree from the excise dilemma and 
free to develop the yield from jiersonal income-tax by including 
agiiciiltural incomes and in other ways. This gain on the part 
of the Provinces of course meant a coiresponding loss by the 
Central Oovernment. The figures for the same are as follows: — 


Pbe-Kkform Aiiraxgkmexi’ 
Figures in Ns, lakhs for 1917-18. 

Land lievenue and Irrigation (half) 
Income-Tax (half) 

Jixcise (whole or half as the case may be) 


1,763 

365 

420 


Total 


... 2,534 



FINANCIAL RESOURCES OF PROV. GOVTS., ETC. 585 


Re-arkanii^kmknt rHomsEi) in this Pafkk 
Figures in Rs. lakhs for If)17-1H 
Income-tax (comi)ame« only) ... ... ISKl 

Excise (whole) ... ... ... 1,294 

Total ... 1,487 

So tin* Central (jovernmeiit would under tliis re-arraiigrmeut 
have lost a revenue of Its. ldM7 lakhs on the basis of the figures 
for 1917-18. That (ould have he(Ui met in exactly the same 
way as the d(‘ficit which was also going to occur, and curiously 
enough of about the same size, under the re-arrangement pro- 
posed in the Montagu-Chelmsford Report. 

Th(' tliuuicial results of that re-arrangement were as 
follows : — 


Hk-auwangkmknt rRoeosRi) in the Montfoud Rnroirr 
Figures in Rs, lakhs for 11117-18 



Land llevemic & Initiation 
(whole). 

Excise (whole). 

Total. 

Bengal 

2!)<) 

12fi 

425 

Madras 

7(« 

:ns 

1,081 

Bombay 

r)m 

294 

812 

United Ihovinces 

fill 

128 

799 

Bihar & Orissa... 

15(1 

100 

256 

l^unjab 

4 IS 

66 

484 

(!entral Provinces 

1!)0 

91 

287 


Fnder this re-arrangement also, every Province stood to gain, 
Madras, United Provinces and Punjab stood to gain very material- 
ly. The Central (jovernment stood to lose correspondingly, and 
the deficit was to be temporarily made up by withholding the 
additional spending power from the province^. But the Provincea 
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were to be placed on the horns of the excise dilemma so that 
though i)re8sed ever so much by their legislatures to ad()i)t the 
goal of prohibition, they couhl not ])ossibly see their way to it 
betause of financial considerations. Not merely that, but they 
would actually have to try to get more revenue out of excise if 
jiiore money was to l>e spent on the nation-building departments. 

I believe I have shoAvn conclusively that the re-arrangement 
of the finances proi)osed by me would have been in a<cordance 
with the theory and lu'actice on the subject; that ii was entirely 
feasible when the llontford i)roposals were made; that it would 
have Jiiade botli the ('Cntral and Provincial (Tovernmeiits shape 
Ilnur policy more in accordance with public opinion and given the 
Provinces an exi)ansive source of revenue with which to get on 
with their nation-building jwograms. 

What could easily have been done in the (xovernment of India 
Act of 1919 can still be done but not quite so easily. The IVo- 
vinces will now have to lose a])])reciably if they are to give up 
excise and r('ceive ])ers(mal income-tax in exchange. The following 
flgurt's in Es. lakhs for 1926-27 show what the loss would be : — 


rroviiiceK, 

Iiu^oiue-Tax. 

Excibe. Lobs. 

Bombay 

321 

409 

—88 

Bengal 

569 

225 

+ 344 (gain) 

Madras 

12H 

510 

—382 

TTnited Provinces 

73 

130 

— 67 

Punjab 

64 

124 

— 60 

Bihar & Orissa... 

53 

197 

—144 

Central Provinces 

36 

135 

— 99 


It is clear that all the major Provinces exce]>t Eengal would 
stand to lose at least at the outset, and the Central Government 
would correspondingly gain. But the remedy obviously would be 
that the Central Government should for a period refrain from bene- 
fiting until the Provincial Governments have had time to read- 
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just matters and if the Central (Government is to aim at Prohi- 
bition, this enforced financial abstinence would indeed be a very 
desirable thing. 

I have already shown that no discontvmt of this kind would 
have been created in the Provinces luul the re-arrangement that 
I have ])roposed been carried out in 1019. Hut the mistake* of 
ten years ago can still be rectified. It is, in fact, very essential 
in my view that it should be rectified as early as imssible and our 
finances in the Central, Provincial and I.ocal s|)h(*r(*s ])laced on 
a theoretically sound and yet eminently i>ractical basis. 



MARKETING OF AGRICULTURAL PRODUCE IN 
THE BOMBAY KARNATAK 


HY 

S. G. Beri, 

Professor of History anil Political Econofni/y Karnatak 
C allege f Dhancar, 


SUMMAHY 

[ii this an attempt has been made to survey the market- 

ing* organisaiion of agricultural ])roduce in the llombay Karnatak 
with special reference to marketing and finance of cotton, tlie ])rin- 
cipal ‘ money cro]) ’ in the Southern Maratha (‘oiintry. The relative 
position of tliflenmi cr()])s and the changes in their distribution 
l)etween lJ/b‘bl4 and 1927-28 have been indicated. 

The atleiu])is made by the Agricnltural Department from time 
to time to im})rove the different ty})es of cotton in the Bombay 
Karnatak have been detailed and the })art played by the Sale 
Societies in ex]>«nding the area under impjoved varieties has been 
(lesciibed. The magnitude of the princi])al cotton markets in terms 
of the arrivals of cotton bales and their estimated value has been 
indicated. Various methods of marketing cotton such as, (1) sale 
of standing crops, (2) sales in the village, and (3) sales in the 
market have been examined and the unfair incidence of markei 
customs and (*harges on the grower has been analysed. Wherever 
possible, an attempt has been made to discuiss the contrast be- 
tween current ideas in respect of marketing and finance of cotton in 
the Bombay Karnatak and the findings of the Indian Central Cotton 
( ommittee in lespect of their eight investigations regarding simi- 
lar problenis in other cotton tracts. The need for an intensive 
inquiry on the same lines in the important Dharwar-Kumpta cotton 
tract has been strongly emphasised. 

The organisation of Co-operative Cotton Sale Societies, their 
aims and functions, and the method of cotton sales by auction have 
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kAkKEWN& OF AGRlCtJLTlrilAL PRODUCE 589 

been next examined and the substantial benefits, accruing to the 
grower and the biiyt^r alike have been mentioned. The handicaps 
of Sale Societies and their net ds, as also the diret tion in which 
suitable State help might be extended to them have been indicat- 
ed. 

A brief treatment of the marketing of other farm products in 
the Bombay Kaniatak such as, groundnut, paddy, chilli, tobacco, 
arecanut, jowar and wheat lollows and the Paper closes with a 
strong plea for the iiiij)rovement of the existing marketing organi- 
sation of agri(*ultural piodu(‘e through the establishment of Sale 
Societies fully equipped to sell the prodiuM' of their members as far 
as possible, in finished form, and through the (‘ivatiou of regulated 
markets. 


Need for Improved' Marketing Organisation ; it is a world- 
wide complaint of the agriculturist that he does not receive a square 
deal and a fair share of the value of his ])roduce, though the 
handicaps under which the cultivator is labouring are felt to a 
marked degree in India more than elsewhere. These handicaps 
arise on account of heavy indebtedness, the low standard of literacy, 
unsatisfactory communications, the absence of properly regulat- 
ed markets and the lack of combination among [ roducers. Market- 
ing of agricultural produce has assumed quite a new aspect owing 
to the transition in Indian agriculture caused by the oi)ening up 
of the country by steam, railway and road cennm unication. Agri- 
culture has been commercialised and the advent of ^ money crops ' 
such as, cotton, wlirat, groundnut, etc., lias called into existence 
a complex economic organisation and has created a new range 
of marketing probltuns. The agriculturist now grows not only 


1 This Paper ie mainly based upon Annual Reports, Memoranda and other 
papers supplied to me Ihrougli the courtesy of Mr. S. S. Salimath, B. A^?., Deputy 
Director of Agricnltnre, Houlhern Division, Bombay Presidency; Mr. C. B. Hull, 
B.A., Assistant Registrar of Co-operative Societies, Pouthern Division; Mr. 8. V. 
Phevade, L. Ag., Cotton Superintendent, P.M.C. ; and Rao Pabeb G. P. Phirhatti, 
Managing Director, the Co-operative Cotton Pale Society, Hubli. T am much 
indebted to these gentlemen for the facilities they have offered me in preparing 
this paper. 
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tor his needs, but also for the outside market. Being mainly (jon^ 
cerncd, however, with production and being handicapped by the 
force of custom, he is ill-fitted today successfully to play the new 
role of a businessman that has been thus thrust on him. He is 
an infinitely small unit as compared with distributors and the con- 
sumers of his produce who, in their respectiye fields, become every 
year more highly organised and more strongly consolidated. 
Even if literacy and enlightenment were more widespread in the 
rural areas than at present, the isolated agriculturist can never 
possibly specialize in the commercial side of his business and the 
only satisfactory solution of the problem lies in the establishment 
of a collective farmers’ sale organisation on a co-operative basis. 
The fact that an efficient system of marketing is an indispensable 
ally of a successful co-operative movement on the one hand, and 
of improved agricultural practice on the other, has hitherto been 
insufficiently realised in this country. Until the agriculturist is 
enabled to deal direct with the market to sell his produce under 
the most favourable conditions, it is clear that he can never hope 
to derive from his industry any fair share in its produce, and that 
the credit which he obtains for purposes of current cultivation 
fails to secure him half its benefits. The advice given him by the 
Agricultural Department to grow improved varieties falls on deaf 
ears unless he can turn the product of that cultivation to advantage. 
All this i>articularly aiiplies to the Bombay Karnatak where the 
Co-operative Credit movement has spread rapidly, and where the 
efforts of the Agricultural Department to introduce improved 
varieties of cotton and other crops have so far met with an en- 
couraging response. A permanent and stable progress can how- 
ever, be achieved only by the establishment of a satisfactory 
marketing organisation. 

Scop6 of the Popors In this Paper I propose to discuss the 
marketing organisation of the principal crops in the Bombay 


2 Agricultural Commission's Report^ psra 320. 
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Karnatak, which comprises of the four districts of Beigaum, Jiija- 
pur, Dharwar and Karwar (Kanara). As cotton is the predomi- 
nant type of ^ money crop ’ in this Division, it is proposed to 
treat it in greater detail than other crops like, paddy, chillies, 
tobacco, arecanut, groundnut, etc. Joivar, which is the stai)le 
food crop of the people in the Bija;)ur, Dharwar and Belgaum dis- 
tricts has not so far been dealt with on a co-operative basis in spite 
of a considerable export from Bijapur and Dharwar. Wheat occu- 
pies a comparatively smaller area and has not yet received much 
attention so far as its marketing problems are concerned. 

Area under Principal Crops^: It is convenient at this stage 
to give below’ statistics of area under cultivation of the principal 
crops in the Bombay Karnatak: — 

IN ACRES 


! 

RK’E 

WHEAT 

JOWAR 

RAJRA 


J918-14 

1927-2H 1 

1913-14 

1927-28 

1913-14 

1927-23 

1 191.3-14 

11)27-28 

r>(l{;aum ... 


tl«,937 

1(12,617 

94,754 

662,895 

551, ^ 

147,8.5.3 

186,906 

Uljapur 

4,22fi 

4,933 

174,039 

160,912 

1,528,70?) 

1 ,280,700 

387,708 

42.3,644 

Dharwar 

161,231 

153, HOC 

244,675 

232,941 

571,9,37 

527,288 

5,667 

7,626 

Kaiiara ... 

l7C,lh« 

1<}9,015 



789 

778 



Totol 

439,905 

441,()f)l 

521,. 331 

488,607 

2,764,3.30 j 

2, .360,484 

541,228 

618,176 



Other food-jrrains 
and piiN(‘H 

Oilsi 

•I'ds^ 

1 Colton 

1 

Tobacco 


1913-14 

1927-28 

1913-14 

1 1927-28 

1 191.3-14 1 

i 1 

1 

j J*)27-28 

i 

1 191.M4 

1927-28 

Belgaum ... 

235,827 

249,864 

40,059 

(19,096) 

KM), 245 
(44,372) 

171,860 

30.3,839 

30,005 

41,667 

Bijapur 

169,093 

198,154 

102,428 

(445) 

84,930 

(3,694) 

387,328 

711,211 

500 

1,697 

Dharwar 

243,777 

279,674 

35,178 

(164) 

96,432 

(62,297) 

659,967 

706,39.3 

278 

639 

Kanara ... 

6,144 

6,684 

527 

(60) 

12,641 
(1V6) , 

1 2 

1. 


1 


Total 

654,831 

734,376 j 

178,192 

(19,765) 

1 

254,248 

010,539) 

1,219,157 

1,720,443 

1 

31, 744 

1 

44,003 


3 Season and Crop Reports of 'the Bombay Presidency for 1913-14 and 1927-28. 

4 Figures in brackets in the column for oilseeds are for groundnut. 
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From the above table some idea can be obtained regarding 
the relative imi)ortance of the various crops in the four districts 
of the Bombay Karnatak and the change in their position in 1927- 
2<S as compared with the pre-war year 1913-14. It will be noticed 
that Kanara is principally a rice-growing district and has to its 
credit a small area under oilseeds, e8})ecially cocoanut. It has 
also some gardens (not shown in the above table) under arecanut, 
cardainom, etc. The other three districts grow a variety of crops, 
the principal ones being the two varieties of millet (Jowar and 
Bajra), cotton, pulses, rice (which is insignificant in Bijapur), 
oilseeds and tobacco (which is mostly confined to Belgaum). It 
will also be seen that the principal increases, during ihe period 
under review, in the area under cultivation have been under cotton 
in all the three cotton-growing districts and under groundnut 
which has in recent years rapidly increased, especially in Dharwar. 
On the other hand, the area under has shown a decline thus 

confirming the po]mlar impression that non-food crops like cotton 
and groundnut have been gaining at the cost of food crops though 
the balance is still largely in favour of food crops. We may now 
j)ass under review the marketing of the principal crops in the 
Bombay Karnatak with special reference to conditions of cotton 
marketing. 

T. COTTON 

Principal Types of Cctton: (Vfi.ton stands pre-eminent among 
the principal money cro])s in the Southern Maratha country in 
point of ease and chea])ness of production, and under the influence 
of ready demand and high prices in recent years, has made marked 
strides in the Southern Division. It forms the chief rotation for 
Jowar and wheat, the staple food grains of the cultivator. In 
the Dharwar American tract almost no rotation is followed, cotton 
after cotton being sown over a series of years.® In the Southe n 

5 Article on Rural Enquiry in the Dharwar District by S. G. Beri, Bombay 
Co-Operative Quarterly, June, 1925 
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Maratha country Iwo types of cotton are grown : (i) Kumpta which 
is an indigenous variety, and (ii) Dharwar American (called 
Sawgin Dharwar in the market) which is a survival of American 
cotton tried by the East India Company as far hack as 1830. This 
experiment succeeded only in Jiast Dharwar and a part of the 
Punjab. The area under this variety is comparatively small being 
about 3 lakh acres, lly far the larger area is under the Kinnpfa 
variety. Kumpin has a fine staple- ()/8 imdi to 1 inch long, a 
ginning percentage from 24 to 27 and is suitable for spinning 20' 
to 30 warp. The other variety is somewhat inferior. The earlier 
efforts of the Agricultural l)e}>artment for the imi)rovement of 
cotton which began in 100f> were, until 19l(), concentrated upon 
the introduction of new ''varieties such as Broach and Cambodia. 
But as these varieties did not fare Avell attention has since been 
directed to the imiirovement of the local varieties of the dilVerent 
trac’ts by selection of .superior strains and by hybridisation. The 
two principal varieties ol* imjmoved cottons are known as Dharwar 
No. 1 (Kumpta selected) and Gadag No. 1 (TTpland) and are in- 
tended to displace Kumpta ordinary and the Dharwar American 
varieties. Dharwar No. 1 has a more ifpiform staple length 7/8 
inch to 1 inch and is suitable for 34*^ to 40^ warp. This cotton 
is now dealt in mostly by the Hubli Cotton Sale Society. Gadag 
No. I has a similar staple and is suilable for spinning 30® to 38» 
warp. This cotton is dealt in mostly by the Gadag Cotton Sale 
Society. Mill-owuiers and exporters highly prize these improved 
cottons and pay premium prices for them. The area under these 
varieties is showing a steady progress, for example, the area- 
under Dharwai No. 1 increased from 900 acres in 191()-17 to 
1,77,800 acres in 1927-28 and that under Gadag No. 1 from 500 
acres to 1,02,000 acres during the same period. In recent years 
the Cotton Sale Societies of Hubli and Gadag have played a ver/ 
valuable part in stocking pure seed and distributing it among 
growers under a seed distribution scheme approved by the Agri- 
cultural Department. Both the Societies have maintained 
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‘ reserve areas ’ for the multiplication on the cultivators^ farms ot 
the third generation seed supplied by the Government Farm at 
Dharwar. The produce of the fifth and sixth generation seed which 
is distributed among cultivators is sold by auction through the 
Sale Societies who buy back the seed from the merchants to whom 
cotton is sold. The seed-distribution scheme, whose progress has 
so far been efi(^ouraging, cannot expand sufficiently rapidly as it 
is passing beyond the financial capacity of the Sale Societies and 
has involved them in some loss. The Indian Central Cotton Com- 
mittee has recently announced its intention to render financial 
help to the Societies in the matter. As the improved varieties 
of cotton, when sold by auction by the Sale Societies fetch pre- 
mium prices, the part played by these bodies in pushing forward 
the cultivation of improved cottons and increasing the receijits 
of the growers can hardly be exaggerated. The Agricultural 
Department has found the Sale Society a very convenient propa- 
gandist agency for the spread of improved varieties introduced by 
the Department. 

Cotton Markets in the Bombay Karnatak and Their Magni- 
tude: There are in all 11 cotton markets in the Southern Maratha 
country, including Indian States on the borderland, where expor- 
ters and domestic buyers purchase their requirements through 
their representatives and Dalals (Commission agents). Included 
in the areas controlled by some of these bigger markets, there are 
other smaller markets such as, Annigeri, Haveri, etc. The sub- 
joined table gives the details of arrivals of bales in each of the 
market places with approximate values^: — 


6 Figures are averages of ten years from 1915-16 to 1925-26. A Note on the 
Marketing of Cotton in the Southern Maratha Country by V.*R. Dharwarkar, M. Ag., 
Cotton Superintendent, S, M. C., Dharwar (1th August 1926). 
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Name of the Market Place. 

Potton arrivals 
in Bales 
of 400 lbs. 

Approximate 
value at Rs. 3f0 
per Kandy 
of 784 lbs. 

1 

Number of 
Dalals. 



Rs. 


Hubli 

1,00,000 

1,75,00,000 

80 

Gadag 

60,000 

1,05,00,000 

60 

Dharwar 

3,000 

5,25,0CC 

16 

Savnur 

10,000 

17,50,0(0 

10 

Bijapur 

25,000 

43,75,000 

^0 

Bagalkot 

30,000 

52.50.000 

50 

Bail-licngal ... 

15,000 

26,25,000 

15 

Athani 

10,000 

17,50,000 

10 

Miraj 

10,000 

17,50,000 

10 

Sangli 

5,000 

8,75,000 

5 

Kudclii, Jamkhandi, Mu- 
dhol and Davangeri ••• 

18,000 

31,50,000 

15 

Total 

2,86,1/00 

5,00,60,000 

310 


The total average area under cotton for the ten years 1915-10 
to 1925-26 calculated for the purpose of the above table was 
15,12,793 acres. The table shows that Hubli and Gadag are far 
and away the most important cotton markets and it is but natural 
that the Cotton Sale Societies at these centres are very substantial 
as compared with those at some of the other centres as will be 
shown later on. 

Methods of Marketing: Cultivators dispose of their produce 
mostly in the form of Kapas (unginned cotton) in one of the 
following ways : — (a) by selling the standing crop, (b) by selling 
the Kapas in their own villages, and (c) by taking the Kapas or, 
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to a very small extent, lint (ginned cotton) to one of the small 
or the big cotton markets mentioned above. About 5 per cent 
of the cotton cultivators, who are in need of money or who think 
that they will get better prices for the standing crop, sell it 
before it is picked, to petty village merchants who speculate on 
the prices of cotton in the coming season and deduct all charges, 
incurred from ])icking up to disposing of the crop, from the esti- 
mated yield. Thus this procedure is generally unprofitable to the 
cultivator and there has been a welcome decline in the percentage 
of cultivators who sell their standing croi)s. (c) About 20 per- 
cent of the cotton-growers pick up their Kapas and sell it in their 
villages to the ])etty merchants, who in their turn sell it in the 
cotton markets or to street buyers (Phijaris). It is thought 
that the couniry merchants deceive the ignorant ( ultivators in 
weights, s(*ales, etc., Ihough, on the other hand, the latter save 
themselves the expense and trouble of taking their ]^roduce to the 
market and thus do away with the Daht] and his commission. In 
some I'.arts of the IJivision the state of communications is so bad 
after a pre-monsoon shower or two that growers have eithei- to dis- 
pose off their produce as best as they can in the villages, or post- 
pone by a few weeks tlie (*onsignment of their cotton in country 
carts to one of the cotton markets. 

Ssles in the Merkets (c) In the Ilombay Karnatak by far the 
largest proportion of the sales of cotton is effected in the various 
cotton markets through Ualals who charge a certain commission 
to the cultivator as Avell as to the buyer. The volume of such 
sales has been estimated at about 75 per cent.^ Apparently there 
seems to be a good deal of contrast in this respect between this 
figure and the figures arrived at in the Report on the eight inves- 
tigations into Finance and Marketing of cultivators^ cotton made 
by the Indian Central Cotton Committee. Excluding Berar, where 


7 Written Statement of Kao Saheb G. S. Bhirhatti submitted to the Royal Agri- 
cultural CoiiirniRsion, Evidence, Volume II, Part IT, pp. 282 286 
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the existence of organised markets, facilitates a larger percentage 
of sales in the markets the investigations show that neai^ly 
three-fourths (72 per cent) of the crop is sold in the village 
and only one-fourth (28 per cent) is taken to the market for dis- 
posal. This is attributed largely to defects in the market system 
of sales as it exists at present and to the, on the whole, more 
satisfactory system of sales in the village ; and it is held that lack 
of adequate transport facilities and means of communication is 
only a negligible cause of this preference for vUlage sales.® It is 
a matter of regret that the Cotton Committee, while they have 
^ll^^ied out intensive market surveys in the various other cotton 
tracts of India have hitherto omitted the important Kumpta-Dhar- 
war tract and the hope may be expressed that the Committee would 
soon make good this omission. The Committee’s General Report 
makes several interesting revelations and shows that the results 
of inquiries are often at ’^ariance with current ideas, and it is high- 
ly essential, therefore, that such an enquiry should be heild in this 
important cotton tract of India. This is also in accordance with 
the ojiinion of the Royal Commission on Agriculture that “ market 
surveys are an essential preliminary to the formulation of an effec- 
tive policy for the improvement of marketing ” (para 347). We 
shall have occasion to notice in the sequel how there are several 
ideas current in the Bombay Karnatak, as elsewhere, regarding 
the finance and marketing of cotton and other agricultural produce 
which are out of harmony with the more authoritative findings 
disclosed by the investigations carried out by the Central Cotton 
Committee. 

Method of Marketing Cotton through Dalale: Cotton is 
brought by the ryots to the marketvS near their villages and by the 
substantial cultivators to big markets as those at Hubli and Gadag. 
It is stuffed in big gunny bags called dal^ras, each weighing 
about 12 maunds of 28 lbs. each (336 lbs. in all). Only a few 

8 General Report on Eight Investigations into Finance and Mwqetmg of CuV 
Uvators’ Cotton, 1925 — 28 (Indian Central Cotton Committee), pp. 21-22, 

F. 87 
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(about 5 per cent) well-to-do cultivators get their cotton ginned 
in the ginning factories near their villages before it is taken to 
the market for disposal. When the cotton arrives in the market 
it first goes to one of the Dalals who keeps it in the open space 
or godown intended for the purpose. It is not weighed 
in the presence of the owner. The DaLaL notes down the number of 
Dokras and writes on each of them the name mark of the owner. 
The dokras are then kept mixed with others and the Dalai gener- 
ally sells all the kapas in one lot. Sometimes the kapas of those 
cultivators who come from the villages noted for producing the 
better sort of cotton is kept and sold separately to secure a higher 
price for it. In big markets selling is done every day, but in the 
smaller ones once in two or three days. Unless a cultivator 
asks his Dalai to hold his kapas for better price, which is rarely 
done,^ the JJaLat sells all the dokras with him on that day. The 
Dalai 18 a middleman who sells the cotton of his client to the 
buyers receiving for his service a fixed remuneration from both. 
As the table on page 595 shows there are a number of Dalals in 
every village and their number is increasing. As they naturally 
depend foj* their success on the number of cultivators bringing 
cotton to them, every one tries his best to secme as many of them 
as possible to his side and, a common and favourite device adopt- 
ed for the purpose, is that the Dalai accommodates the cultivator, 
who is generally in need of money to pay his taxes and other dues, 
with a loan on the security of his crop taken as lien. The Dalai 
in addition to receiving interest, which may vary from 12 to 24 
per cent, acquires a more or less firm hold over his client who 
usually borrows from him and sells his cotton through him. Thus 

9 This general impression is again at variance with the findings of the TnHi^n 
Central Cotton Committee in other cotton tracts. The Committee observe it 
was generally believed that lack of finance and pressure by the lenders rendered 
it impossible for the culivator to hold his crop for high priceS) except for very 
short periods. The inquiries have shown that as a general statement this is not 
true and that cultivators in most of the areas can and do hold their crop up.’* 
/bid., p. 7. 
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the Dalals are not only commission agents but also serve as 
Sowcars or moneylenders to the ryots. It has been estimated 
that about 70 per cent of the cultivators are thus indebted to the 
DalaU, This estimate is again at variance witn the conclusion 
arrived at during the Cotton Committee’s investigations elsewhere 
that, It can be laid down as an axiom that in the area investi- 
gated the Dalai as such does not take any direct part in financing 
the cultivator.” In the Committee’s opinion the general impres- 
sion to the contrary is probably due to the fact that in some areas, 
the Dalai or the agent of the big cotton merchant is himself the 
local Sowcar and in other cases, where the Dalai or agent is dis- 
tinct from the local Sowcar, the former may possibly be financing 
the latter to a certain extent. These considerations perhaps would 
apply to this tract also. In the absence of any reliable statistical 
data, such as have been collected by the Committee in other tracts 
it is not possible to explain the large part which, it is generally 
supposed, the Dalals play in financing the cultivator at various 
stages, during cultivation and marketing. Also, it is difficult to 
reconcile this with the progress made by the Co-operative Credit 
Societies in this Division, especially in the Dharwar district. The 
following table shows the relative position of Co-operation in the 
various districts of the Bombay Karnatak in 1928-29^®: — 


Name of the 
District. 

N umber of 
villages in 
the district. 

Number of 
societies in 
the district. 

PercentaRe 
of Borieties 
!n the 
district. 

Percentage of so- 
cieties’ members 
to total popula- 
tion in the dis- 
trict. 

Working capital 
per member in 
the district- 

Dharwar... 
Hijapur ... 
Belgaum... 
Kanara ... 

1,384 

1,112 

1,133 

1,355 

628 

215 

239 

128 

45-3 

19-3 

2ri 

9 '4 

7-10 

2*30 

3'30 

5- 10 

Rs. 

142 

88 

122 

121 


The above table includes all classes of co-operative societies, 
10 Written Statement of Mr. y* I- Registrar Co-operative 

Societies, Bombay Presidency, placed before the Bombay Provincial Banking En- 
quiry Committee. 
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but as the large majority of them are credit societies, the figures 
give a fair idea of the progress made by the latter. Dharwar 
district tops the list and shows the largest percentage of societies 
to villages and of societies’ members to total population. The 
working capital per member is also more substantial than in the 
other districts. But there are several flies in the ointment. In 
the first place, not all the cultivators, even in a village where a 
credit society exists, join the society, nor all those who join are 
financed by it. Moreover, there are often complaints made re- 
garding inadequate and untimely finance, and while these cannot 
be taken at their face value, there is little doubt that there is a 
certain substratum of truth in them'. It is of course rather diffi- 
cult to apportion the blame for this state of affairs. It is perhaps 
due both to the delay in submitting a proper normal credit state- 
ment regarding their requirements by the societies to the District 
Central Co-operative Bank and to the delay in scrutinising it and 
sanctioning it by the latter. Moreover, a large proportion of over- 
dues, which may accumulate either because of adverse agricul- 
tural seasons or slackness on the part of committee members in 
collecting the dues of the members of their society, often results 
in the curtailment of fresh advances by the Central Bank of loans 
to the Societies. Something perhaps must also be put down to 
the ingrained habit of the average cultivator to borrow recklessly 
beyond his means and from anybody who is prepared to lend him 
ready cash. It may also be pointed out that the maximum limit 
of borrowing for each member is fixed more or less collectively 
for the whole society and this procedure does not admit of the 
requisite elasticity in supplying the needs of individual members. 
All this may be admitted and yet it is quite clear that unless the 
indebtedness to Sowcars, Dalai s and other lenders outside the 
Co-operative agency is replaced by indebtedness only to the latter 
and there is adequate and prompt finance, the Sale Societies can 
never aspire to win over to their side the growers of agricultural 
produce, 
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The Custcwns of the Market: The existing uiurketvS tor agri- 
cultural produce in the Bombay Karnatak are unregulated markets. 
Though a permissive legislation (The Bombay Cotton Markets 
Act, 1927) on the model of the regulated markets in Berax has 
recently been placed on the statute book, the Act has not so far 
been applied to any of the districts of the Bombay Karnatak. In 
the absence of such markets, the somewhat nebulous force of 
market customs, whicti are enforced by committees of merchants 
and Dalals, rules supreme in the market. The force of these cus- 
toms is so strong that even Co-operative Sale Societies have had 
to follow them on pain of incurring the hostility of the Dnlnls. 
That this is by no means an imaginary (‘ontingency is shown by 
the boycott of the Gadag Cotton Sale Society by the Dahiln of 
that market on two occasions in recent years. Before examin- 
ing the customs of the market regarding the various deductions 
made from the price ])aiJ to the grower of cotton, a word or two 
may be said here about the buyers in the cotton markets. The 
buyers are the representatives and agents of millowners in Bom- 
bay, Sholapur, Bangalore, etc., or of export firms like Ralli Bro- 
thers or the Japan Cotton Company. liocal speculators and 
expert traders also buy cotton for being sent to Bombay. All 


11 Most of these buyers prefer kapan to ginned cotton as they want to avoid 
the risk of the lint cotton being mixed with dust or inferior cotton at the ginning 
stage. Before the passing of the Cotton Transport Act in iO‘23, under which the 
Karnatak Cotton tract is now protected, infecor cotton from Khandesh and fly 
and waste cotton from mills was freely imported into this area of superior 
long-staple cotton. Now though this is no longer possible, and the purity of the 
local cotton is largely assured, there is no guarantee against internal mixing in 
the tract itself. Ijarge buyers, therefore pay better jirices for unginned cotton 
than for lint cotton and make their own arrangements for getting the former 
ginned and pressed into bales before being sent to the mills or ports. Rome buyers 
do their own mixing after hapas is purchased, and malpractices at the pressing 
stage as well have not yet been properly checked m spite of the Cotton Ginning 
and Pressing Factories Act, which followed the Transport Act in 1925 as a supple- 
mentary measure. The East India Cotton Association and the Indian Central 
Cotton Committee, it is understood, are devising further measures in the interest 
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these buyers do business in big lots within price limits sanctioned 
by their principals. They receive information regarding price 
quotations every day from Bombay* Liverpool and other big cotton 
markets of the world and base their calculations on it. But 
their rates do not necessarily agree with the cotton quotations 
in the Bombay market, and also vary according to the demand 
and supply in the local market. In any case, there is no satisfac- 
tory system of giving them wide publicity in the interest of the 
cultivators who are ignorant about them and who are often not 
even present when the sale of their produce is being effected, 
especially if the market is slack and their cotton cannot be im- 
mediately disposed of. Moreover, the rates are not declared openly 
being settled privately betw^een the Dalai and buyer under cover. 
Before settling the bargain each dol<ra of cotton is pierced by 
a knife and sample is taken out and inspected by eyesight, and this 
happens in the case of every fresh prospective buyer. The sample 
l<apis so taken out is not replaced but is thrown away carelessly 
and ultimately becomes the property of the Dalai, In this way 
the grower loses one or two lbs. of l^apas and as the dokras 
are not weighed wdicm they arrive in the market, it is not possible 
for him exactly to ascertain the loss sustained by him during 
the time the dokras are lying with the Dalai. As the dokras 
belonging to various clients are mixed and sold in lots, they 
fetch pri(’es on their average quality with the result that the 
owner of superior kapas is put to loss. When the bargain is 
struck the dokras are weighed on a big beam scale in the presence 
of the buyer. As already stated above, the owners are often not 
present when the rate is being settled or their cotton is being 
weighed. While weighing harden, or the tare-weight of the 
gunny, is deducted from the weight of the dokra. This varies 

of the purity of trade. Bombay Karnatak would welcome any reasonable measures 
calculated to ensure the purity of the improved cottons and their demand that 
these cottons should be made tenderable in hedge contracts by the East India 
Association deserves a sympathetic consideration at the hands of the latter. 
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in different markets according to the weight of the dokra. In the 
Hubli and Gadag markets, usually 13 lbs. are deducted for a 
dokra weighing up to 13 maunds and tw^o lbs. more for every 
additional maund, though the actual tare- weight is about 7 to 8 lbs. 
only. The extra margin is provided for by way of covering* the 
damage to the kapas while carting, stacking and weighing. More- 
over the gunny bag which, if ne\t, costs about Rs. 2-8-0 and if 
second-hand, Bs. 1 to 1|, is not returned io the grower but is 
given to the buyer free of charge. Another market custom, which 
operates to the detriment of the owner of cotton is, that, while 
settling the a( count of the buyer 2 lbs. of sample kapas per dokra 
are deducted out of its net "weight and given to the buyer. Pay- 
ment is made within three days after Ihe sale is effected. The 
basis of weight differs in different markets and is an endless 
source of inconvenience. In Hubli and Gadag markets the basis 
of weight is a Nag a of 48 maunds of 28 lbs. each for kapas and 
of 12 maunds of 28 lbs. each for lint. Allowance for inferiority 
of quality or admixture is made while taking delivery and the 
buyer can reject the bargain if the stuff does not conform to the 
sample. This is a very elastic custom and the chances are that, 
more often than not, the cultivator must accept more or less 
arbitrary deductions. In fact, it is freely alleged that the Dalals 
are more keen on pleasing the buyers and consulting their in- 
terests rather than those of the cultivators, though in fairness it 
must be admitted that dishonest Dalals are an exception rather 
than the rule. The following table show^s the various deductions 
made in the Hubli and Gadag markets for kapas : — 


HUBLT- 

DalaU (Commission) ... 
Dharmadaya (charity) 
Hamali (weighing charges) 
Panjerpol (cow protection) 


Re. l‘0-0 per Naga 
,, 0 * 1*6 *» 

M 0*1*6 per dokra 


ft 


0 * 0-6 
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im 

GADAG-- 

Dalali ... ... ... Be. l-O-O per Naga 

Dharmadaya ... ... ... ,, 0-1*6 „ 

Hamali ... ... ... ,, 0-1-0 per dokra 

Panjerjxd ... .. ... ,, 0-0-6 ,, 

' * 
Connnission and other charges differ in different markets but they 

do not difle]* in the same market. The ‘ Paiijerpol (Charity Fund * 
is an oro*aiiised body and maintains account. The other fund is 
a personal concern of the Dnhd. It has already been said above 
ihat 2 lbs. of sample per (Mra are deducted out of its net weipfht 
and »‘iven to the buyer who is also entitled to the Cardan or gunny 
bag. Thus all told, there are considerable deductions of all kinds, 
some fair and others of the nature of imposts on the cultivator. 
The Dalai after making all these deductions and allowances and 
also deducting the amount of the loan advanced by him to his 
client, if any, and interest charges hands over the remaining sum 
to the latter. 

Thus the existing system of market sales is considerably 
defective and is not calculated to ensure businesslike and fair deal- 
ings on the one hand and a premium price for improved varieties 
of cotton on the other. ^2 principal remedies for this state 

of affairs are : (i) organisation of Sale Societies or Sale Unions on 
a Co-operative basis, and (ii) establishment of regulated markets 
on the llerar model. It may be made clear, however, that the 
object of this reform is not to do away altogether with the middle- 
man, who has a definitely legitimate and useful role to play in the 
modern complex marketing organisation. The reform is mainly 
intended to lessen their excessive number and to ensure fair 
dealings both for the buyer and seller. We may now proceed to 
discuss briefly the two principal directions in which marketing 
reform is necessary here as elsewhere. 

12 Written Statement of the Indian Central Cotton Committee. Agricultural 
Commission, Evidence, Vol. II, Part II, p. 16. 
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Co-op6rativ6 Cotton Solo Sociotios: Oo-ope'^tive marketing 
of cotton through Sale Societies was introduced in the Dharwar 
district about 1917 and has now’ made considerable headway in 
that district. It has also been now extended to Bijapur and 
Belgaum. The establishment of Sale Societies was preceded by 
the system of auction sales of graded knpaii of the improved types 
under the auspices of the Agricultural Department. As the 
Dalals received their commission on one side and as the object 
of the DepaTtmental sales was not the elimination of the middle- 
man, the J Minis co-operated with the Department'. The advent 
of Sale Societiis and the Miii-Dalal piopaganda wdiich has been at 
times tactlessly conducted, has cteafed a clash of interests, and 
at any rate in the case of the (ladag Sale Society things were at 
one time as bad as they could be, though now’ luckily a 
compromise has been effected. Thivs serves at once as a warn- 
ing to co-opeiative bodiv^s and as a sample of some of their 
handicaps. 

Theie are at present eight Cotton Sale vSocieties in the 
Bombay Kainatak; at Ilubli, Gadag, Dhaiwvar, Annigeri and 
Haven' in the Dharw’ar distiict; at Bijai)ur and Bagalkot in the 
Bijapur district; and at Bail-hongal in the Belgaum district. 
Those at Hubli and Gadag are by far the Tuost substantial, though 
even these, at the most liberal estimate, have not so far captured 
more than a fifth or sixth part ( f the total volume of market sales. 
Some of the societi(\s, as those at llaveri and Annigeii, are in a 
stagnant condition being over-hadow’cd 'by their bigger rivals 
at Hubli and Gadag. The Society at Dharwar has not 
bofui tunctioning for some time owdng to inefficient mana- 
gement and vicinity of the Hubli 'market. A hopeful 
solution of the difficulties created by this overlapping is to 
rf»-organise the smaller societies as branches and agencies of 
the larger ones. 

The Organcsation and Business of Gottoni Sale Sooietiee: 

The primary aim of a Sale Society is threefold; (1) to sell the 


F. 38 
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cotton of its members for adequate prices by the auction method, 
(2) to sup})ly them with pure cotton seed, gunnies and hardans, 
and (3) to disseminate information regarding agriculture and trade 
among the growers and buyers. The constitution of the existing 
societies is a mixed one and both individuals and societies are 
admitted as members. Even non-meinbers’ cotton is sold through 
the society, tlie justification being that thereby they would be 
induced to become members. Of course the non-members do not 
get the bonus on sales which is distributed among members only. 
In the initial stage, all these de])artures from the ideal constitu- 
tion, viz., a Sale Union or Federation of Credit Societies, are 
j.erhaps inevitabh', hut a steady attempt is necessary to get, as 
near as ])ossible, the ideal type. Members are admitted on con- 
dition of taking up a share or shares in the sot'iety and agreeing 
to sell their produ(*e through it. In case any of them is a member 
of a ('redit So(‘iety and is financed by it to grow kapUK, he is 
required under its by-laws to sell his prod me through the Sale 
Society working in the area in which the Credit Society is situat- 
ed. Failure to comply with this by-law makes the re(*aicitrant 
member liabh' to a fine of ru])ee one for each acre of cotton so 
grown by him. It would a])])ear from the Report of the Assistant 
Registrar of Societies that this by-law is resj)ected more in the 
breach than in observance. The (pu^stion of members’ loyalty 
raises some diffieult j)roblems. The members concerned are not, 
however’, altogether to blame* for this alleged bre'ach of agree- 
ment, fen* as has been shown abe)ve, the Credit Societies elo not 
always extend adequate and timely finance to their members and 
as things impre)ve in this resi)ect and the Credit Society, Central 
Rank and Sale Soerety all wenk in harmony, the le)yalty of the 
members can be relie*d uj)on to an increasing extent. Even then, 
there might be some cases of breach of agreement, and it seems 
under the existing Indian (infract Act such contracts are not 
enforceable by an injunction from a Civil Court and do not entitle 
the Sale Society to claim damages for non-delivery. In this respect 
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the Indian Law differs from the Ameri(*an I^aw and the matter is 
one which must be carefully gone into by trained lawyers. 

Method of Sale through the Cotton Sale Societies; AVhen 

cotton is brought to the Sale Society tlu‘ (] okras are weighed in 
the presence of the owner and a recei])t is passed to hiin. If 
he wants any advance, it is ])aid to liim by the Sale Society uj) to 
GO pel* cent of tlie estimated value of his Such doJaras are 

kept in a se])arate com))ound oi* godown and diff'erent serial num- 
bers run for different varieties of cotton. Marked customs in 
respect of tare and samjile allowance are also followed by the Sale 
Societies. The next stage is grading of the kapas acccirding to 
its colour, cleanliness and ginning ptu’centage and for this pur- 
pose 1 lb. of sample cotton is taken out from ea(‘h dokra. The 
grading work is done by an exp-ert gr.ider lent to the Society by 
the Agricultural l)e])artnient. In tlie absence' of their own gins 
Sale Societies are somewhat handicapped in getting the sample 
kapfts ginned for grading purj)()ses under the ])ersonal supervi- 
sion of the grader. The class of tlie /afpffs being thus determin- 
ed each dokra is given its a])i)ropriate label and about 800 dokras 
falling in the same class are lumj)ed tog('ther in one or two lots. 
Tli(^ date of the auction, which during the cotton season may be 
held once a fortnight, is them announced and statements are sent 
to the buyers with average sample of each class. Since all the 
princijia] re])res(»ntatives of mills and c'xporting firms attemd the 
auction sales there is a keen competition among them and ex- 
perien(*e shows that higlier prices are realised by this method. 
The aiK'tion sale is held on the Society’s ])rcmnses and the lot is 

13^ Note on Co operative Marketing and Co operative Sale Societies for Agri- 
cultural Produce by Mr. Kothfcld and Dr. Harold Mann (24th Hecoinber, m22). 

14 Tn this ur nneetjon it is perhaps useful to point out that the investif^ationB 
made by the Central Colton C’omnnttee in other tracts to show that substantial 
amounts arc not required at harvest' and marketing time and that in most cases 
the only loans taken arc those at or about the time of the commencement of the 
cultivation operations. General Report on Eight Investigations, etc. 
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sold to the highest bidder, though the society reserves to itself 
the right of not accepting the highest or any bid. The system 
of auction sales is also welcomed by the buyers because they can 
get standard guaranteed grades of kapaa in big lots at each auc- 
tion. The trend of market prices is closely watched and the culti- 
vators are kept duly informed about the current prices and are 
carefully advised when to sell their cotton. TTnless the owners 
advise the Society to sell their cotton it is not offered for auction. 
Besides effecting sales by auction system, kapas is also sold by 
private treaty and in this case too the owmers realise better prices 
than through DaJnJs and are assured of correct weighing and are 
protected from arbitrary and iniproi)er allowances. The Society 
charges one rupee per Naga to the cultivator who brings in the 
cotton and one lupee to ihe buyer. Marketing charges such as 
Hamali, stacking, godown rent, insurance, etc., are charged to 
the producers. Grading, however, is done at the cost of the Socie- 
ty and the sample kapas is carried to the sample account. After 
meeting all the expenses and carrying one-fourth of the profits 
to the reserve fund, the balance is distributed as divided on the 
share capital and as bonus among the members on the basis of 
the number of doknrs brought for sale. Thus though the culti- 
vator has to pay much the same connnission and other charges 
to the Society as to the Dalai and has to submit to sample and 
hatdan allowances in the name of market custom, he gets a rebate 
in the form of dividend and bonus. 

Benefits of Co-operative Sale: It will be seen that the Co- 
operative Sale Organisation offers the following advantages: — (1) 
Weighing is made in the presence of the cultivator and a receipt 
is passed to him, (2) adeejuate and high prices are realised under 
the auction method of sales, (3) no indiscriminate allowance to 
the buyers is granted, (4) produce is insured against damage 
or loss by fire, (5) prompt payment of sale proceeds is made to 
the owners of cotton after it is received from the buyer according 
to market custom, (6) a loan is advanced on the deposit of goods 
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up to GO per cent ot the imrket value at low rates of interest, 
i.e., Rs. 9'-G-0 per cent per annum, (7) information regrardinf? 
daily fluctuations in the Hombay market is obtained to secure 
satisfactory prices for ha pas, (8) superior quality cotton is sold 
in big* lots properly graded and by correct weights, (10) gunnies, 
hardans and genuine and certified seed of improved types of cotton 
are supi)lied to the members, (11) a bonus is paid on the quan- 
tity of kapas sold and dividends are given on the share amount. 
The following table gives an idea regarding the progress of the 
Cotton Sale Societies at the eight centres in the Bombay Kariuitak 
and their relative position: — 


Name of the centre 
fand year 

Number 

of 

members 

Quantity 
sold in 
maunds 
of 

80 lbs. 

Prices 

realised 

Commis- 

sion 

earned 

Profit or 
loss on 
the yoaPs 
working 




Rs. 

Rs. 

Rs. 

Rs. 


\ 1927-28 


82,248 

10,67,762 

11,198 

7,822 

Hubli 

J 1928-29 

2,685 

63,673 

7,36,473 

6,972 

1,230 

Gadag 

\l927-28 

1,976 

39,918 

6,84,683 

6,017 

11,454 


J 1928-29 

1,969 

64,220 

8,89,123 

7,076 

1,494 


1 1926-27 

696 

8,411 

99,819 

1,062 

10 


) 1928-29 

696 

5,529 

72,126 

676 

-185 

Annigeri 

\ 1926-27 

167 

3,654 

40,032 

285 

398 

J 1928-29 

173 

5,129 

70,036 

396 

585 


] 1926-27 

374 

4,149 

44,984 

610 

-960 

Dharwar 

Inot work- 





I ing Hince 






Bagalkot 

"l 1926-27 

220 

1,524 

17,625 

21 3 

760 

J 1928-29 

267 

1,828 

9,990 

j 442 

43 

Bijapur 

"I 1927-28 

151 

8,052 

1,15,016 

2,169 

504 

i 1928-29 

172 

9,484 

1,26,626 

2,361 

451 

Bail'hongal 

1926-27 

... 

30,801 

3,10,155 

6,482 

8,213 


As has already been pointed out the only substantial societies 
are those at Hubli and Gadag and they have so far captured 
about 10 per cent of the business, 
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Future of Cotton Sale Societies: Some of the handicaps of 
the Sale Societies such as, want of loyalty of members, inadequate 
finance supplied by credit societies, loss in seed business, etc., 
have already been noticed. As thinj>*s stand, credit societies do 
not exist in all villages and even Avhere they do exist they do not 
provide adequate finaiudal facilities. Apart from the help Dis- 
trict Central Co-operative llianks can themselves j^ive to the 
Credit and Sale Societies, it may also be suggested that Govern- 
ment should hand over a ])ortion of its cash balances say, during* 
the harvesting* and marketing* ]au*iod, to well-conducted District 
Hanks subject to suitable conditions in res])ect of payment, etc., 
or in the alternative, the District Branches of the Imperial Bank 
should be required to extend cash credit and other forms of 
accommodation to (Antral (\)-operative Banks and Sale Societies. 
Another drawback of the Sale Societies is that they do not pos- 
sess adequate godown facilities. Government should either it- 
self construct warehouses and rent them to Sale Societies or ad- 
vance loans to them ai concession rates so as to enable them to 
build th(‘ir own godowns. It is also necessary that Sale Socie- 
ties should have iheir own gins and presses so that they will, to 
that extent, eliminate the high charges of ginning and ])r(\ssing 
at juivate factoiies which buyers take into consideration while 
purchasing It would also be jjossible to sell ginned and 

pressed bales of cotton direct to Bombay millowners and export- 
ers. Ginning factories maintained by vSale Soc ieties at their head- 
quarters as well as at various mofussil places would enable them 
to gin sam])le hdpds for grading and would also obviate the in^ed 
of moving cotton seed between the areas of cultivation and the 


15 In this (onnedion attention may he invited to the Egyptian scheme loans 
on the security of cotton to assist the small producer, which was recently consi- 
dered by the* Indian Central Cotton (-ommittee "with a view to ascertaining its 
applicability to Indian conditions. Tlie sclieme is designed to be worked by 
(Jovernment in co-operation with Banks. See the Minutes of the lOtli Meeting of 
the Indian Central Cotton Comnuttee held on 16th— 18th July, 1929. 
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headquarters of the societies. It is also necessary to investig^ate 
into the possibility of ado])ting the pooling system as in the ease 
of the (lujerat Sale Societies. At present ea(*h member of the 
Sale Society obtains the particular price ruling on the day on 
which his own (onsignment is sold. This practice em^ourages 
speculation and opens the door to the competition of outside 
dealers. Pooling of prices and goods and the j.ayment of the 
average ])rice for the season may be found to be more profitable 
in the end. It may also be suggested that to increase the bar- 
gaining power of Sale Societies and to ])rovide against the con- 
tingency of boycott of an isolated society, as also t.) establish direct 
connections with large buyers, it is necessary to organize a Fede- 
7’aiion of Sale So('i(>ties in the Ihnnbay Ktuamtak with a Ilombay 
ageiu*y as in the case of the Federation of Jute Sale Societies at 
(Allcut ta. 

The llombay Cotton Markets Act, ]>assed in 19c37, should be 
ai)]»lied to the llombay Karnatak. The legulation of open mar- 
kets through marked committees (‘onsisting of representatives of 
the cotton growers, the cotton trade and the local authority within 
whose' jurisdiction the juarket is situated would ensure to the 
growers the benefits of better ]>rices, accurate weights and the 
prevention of illegal deductions. The (‘otton trade would also 
be indirectly be'nefited. It is also desirable to ('xj)lore the pos- 
sibility of extending the scojie of the Act so as to establish similar 
markets even for the disposal of other crops such as jowfir, ground- 
nut, wheat, etc.^^ Another reform Avhich is needed, not only for 
the smooth (‘ondiu t of cotton marketing l)ut also tor that of other 
ci'ops, is the standardisation of weights and measures in suitable 
local areas. For example, it would by no means be impracticable 
to standardise the units of weight current in the Hubli and 
Oadag cotton markets throughout the Pombay Karnatak. Cotton 
Sale Societies should be permitted to sell members' produce other 


16 Jathar and Bcri ; Indian Economicfi, Volume T, p. 306. 
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than kapris way, groundnut, joirar, etc. In this matter the Irish 
model of the General Purposes Society would seem to be more 
suitable to Indian conditions than the Danish model of the specia- 
lised Society confining its operations to one specific product. The 
Indian cultivator is accustomed to sell all his produce through 
one Dalai or merchant and, there is also the further consideration 
that if different societies are organised for different products, 
there would be a paucity of efficient personnel. Moreover, the 
business of such a composite sale society would be more evenly 
spread throughout the year than that of a society dealing in one 
product. When, however, a Sale Society undertakes to sell the 
produce in some finished form, as for example, a Tobacco Sale 
Society manufacturing also cigars and cigarettes or an Oilseeds 
Society oil, specialisation in one kind of produce is both desirable 
and necessary. Tiastly, as recommended by the Agricultural 
Commission (para 34<S) an expert marketing officer should be 
ai)pointed to the staff' of the Agricultural Department in this 
Presidency.^® 

IT. OTIIEE FARM PRODITOTS 
The limitations of space make anything like an adequate 
treatment of the marketing problems regarding the other farm 
products impossible. Some of the observations made above re- 
garding (otton marketing also apply mutahs inutandl^ to other 
classes of agricultuial produce as well. For examjde, the inability 
to hold uj) produce, dependence on middlemen, Dalah and mer- 

17 Paper on Co-operative Marketing of Farm Products by C. B. HuU, Assist* 
ant Kegistrar of Co-operative Societies, Dharwar, read before the Fourteenth Pro- 
vincial Co-operative Conference, B)25. 

18 In this C/Onnection it may be mentioned that an intensive enquiry into certain 
typical villages in the Dharwar district has recently been set on foot by the 
Bombay Provincial Banking Enquiry Coininittee and a special investigating officer 
has been appointed for the purpose. The results of this enquiry are expected to 
be of considerable interest from the standpoint of the cultivator’s position in respect 
of the marketing of his produce. 
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chants who levy a heavy toll for the services they render, ignor- 
ance of the cultivator regarding the trend of market prices, absence 
of regulated markets and of uniform weights and measures are 
some of the common failings of ihe marketing organisation of 
different classes of farm products. An attempt is made below to 
state the salient features regarding the marketing problems pre- 
sented by some of the other crops such as groundnut, paddy, chilli, 
tobacco, arecamit, jowar and wheat. 

(a) Cfaundnut S The roman(*e of groundnut may here be 
briefly told. Groundnut is a crop recently introduced by the 
Agricultural Lepartment in the Bombay Karnatak and its culti- 
vation has rapidly increased during the last five years, especially 
in the transition tract of the Dharwar and Belgaum 

districts where early monsoon rains favour it. The crop is 1 k^- 
coming more and more poi)ular with the ( ultivators every year 
due to the good prices and the ready sale it obtains in the markets. 
The increased (mltivation under groundnut is, in fact, one of the 
most striking agricultural changes during recent years. It is a 
([uickly maturing crop and cun be successfully grown on poor 
)n(d lands and can be usually dovetailed into a suitable scheme of 
rotation. At times and in some places it is comj)eting even with 
cotton in the blac’k soil. A considerable measure of success has 
attended the efforts of the Agricultural l)ej)artment to introduce 
a high-yielding and improved vstrain of the Spanish peanut, fresh 
seed being imported for the purjyose from America five years ago. 
This is technically called S))anish Peanut No. 5. The selected 
strain is being distributed among the cultivators under a seed- 
multiplication scheme similar to that for ( otton. In the Dharwar 
district, where the area under groundnut increased from 0,4^8 
acres in 1923-24 to (i2,297 in 1927-28, the various groundnut 
markets such as, Gadag, Haveri, Rannebemnur, etc., received in 
the aggregate 17,500 tons of groundnut during the season of 
1928-29. At present this produce is brought in gunny bags in a 
semi-dry condition to the market and sold in hot haste as the 
F. 39 
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cultivators fondly think that they get better prices if they sell 
groundnut in a semi-dry condition with mud attached to the shell. 
Of course, it is needless to add that the buyers keep a sufficient 
margin when fixing the price. This experience supports the con- 
tention that agricultural produce should be sold in some finished 
form prior to being exported from the primary market. The 
establishment of industries for this pui'pose will also offer employ- 
ment in the rural areas during the slack season, apart from the 
advantage of increase to the grower. The AgTicultural Depart- 
ment has been able to impress the more intelligent cultivators 
that it pays them to get their groundnut decorticated and sell the 
seed, and already a number of small decorticating machines have 
been introduced in groundnut areas. The Cotton Sale Societies 
at Haveri, Gadag, and Ifeil-hongal have undertaken to sell ground- 
nut raised by their members. As the area under the crop ad- 
vances full-fledged Groundnut Sale Socueties, with complete equip- 
ment to get the groundnut decorticated and the seed crushed, 
would certainly be found to be very profitable. At present ground- 
nut is largely purchased by the exporting firms and the seed is 
exported from India. 

(b) Paddy: In tlie Mallad (red-soil) tract, paddy is grown 
extensively, but since it is mostly a commodity of internal trade, 
the proldems connected with it are not very comprehensive. It is 
necessary, however, that Paddy Sale Societies, equipped with rice- 
milling plant, adequate godown accommodation and a stock of 
])ure seed, should be started in the rice-growing tracts. At 
I)resent there is only one Paddy Sale Society at Alur (Dharwar) 
with a total membership of 204 and it sold 2f),G00 niaunds (80 lbs. 
each) of rice valued at Us. 72,397 in 1928-29. It is now being 
converted into a Sale Union of Societies. 

(c) Chilli: Chilli is grown extensively in some four talukas 
of the Dharwar district and in this trade too, there are several 
intermediaries who make much profit at the cost of cultivators who 
suffer heavy loss by selling it in a semi-dry condition. The crop 
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is mostly consumed in the Kurnatak and a part of it is exported 
to the Madras Presidency. There is only one Ghilli vSale Society 
at Byadgi in the Dhar .var district with a membershi}) of 519 and 
it sold 5,277 maiinds (80 lbs. each) of chillier* valued at Rs. 39,640 
in 192&.29. 

(d) Tob0€Co: The cultivation of tobacco is comparatively 
more important in the Belgaum district than in other parts of 
the Bombay Karnatak. There is a Tobacco Sale Society at Nij)ani 
(Belgaum) which sold Jaradu (Tobacco) valued at lls. 34,453 
in 1927-28. It is yet in a condition of infancy and is capable 
of further development. 

(e) Arecanut: iVrecanut is a money (to)) of considerable im- 
portance in the Kanara district. Tlie existing marketing sys- 
tem is very defective as no attem])! is made to grade the cro]) 
I)roperly and to bring it to the market in a dry condition. Areca- 
nut is exported to Bombay after inoviding for the local needs of 
ihe Blombay Karnatak. There are two Arecanut Sale Societies 
in the Kanara district, at Kunipta and Sirsi. The Kuinpta 
Society has been very succ'essful. It does all its business in 
cash and has now ca]itured about one-fifth of the market. li. 
had a membership of 2()9' and sold 9,199 maunds (80 lbs. each) 
valued at Rs. 2, 16, 620 in 1928-29. The Sale Society at Sirsi sells 
also pepper, jaggery and ])addy and iis total sales amounted to 
4,837 maunds (80 lbs.) valued at Ks. 1,39,357 in 1928-29. 

(f) Jowar, Wheati etCiS Though the area under jinvnr is 
very extensive in tlie Bombay Karnatak no attem])t has so far been 
made satisfactorily to solve its marketing problems. In the case 
of jo'war and wheat the requisites of good marketing organisa- 
tion, viz.., the extension of the marketing period and area and 
control of the movement of the ])roduce in regard to the point of 
consumption are woefully deficient. It is notorious that in the 
case of both these crops prices tumble down at the harvest sea- 
son, unlike in the case of cotton whose price is determined by 
that of foreign cotton and comparatively accurate estimates of 
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outturn. Cultivators pour all their crops on to the market at 
the same time, Mobile the prices rise again in the dull season 
when there is no harvest. It is very necessary therefore to orga- 
nise Sale Societies so that the crop may be held up considerably 
and let upon the market when it is advantageous to the culti- 
vator, and the grain may be sent to the market where 
the best prices at any moment can be obtained. Proper 
inspection, grading and })acking as in America are other matters 
that require the careful attention on the part of Sale vSocieties. 

Conclusioili; From the above survey of the marketing orga- 
nisiition of agricultural produce in the Bombay Karnatak, it will 
be abundantly clear that the most hopeful solution of the diffi- 
culties experien(‘ed by the cultivators and buyers lies in the es- 
tablishment of well-conducted and well-equipped Sale Societies 
and the cieatiou of controlled markets. This is a matter of urgent 
national importances and merits all the care and thought that the 
Government and people could bestow upon it. 
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How far is it true to say tliai the agriculturists (in Madras) lose 
heavily by taking advances prior to harvest on condition of selling 
their crops to or through their creditors? 

The net work of rural weekly fairs, facilitating the meeting 
of producers and consui\ers, without any financial obligation be- 
tween themselves, may be said to reduce the chances for middle- 
men-moneylenders. But the fairs are neither universal, nor im- 
j>ortant everywhere; and there is little of wholesale trade, parti- 
cularly in commercial croiis, in these fairs — The Central Cotton 
Committee’s recent investigations have revealed that the financial 
handicaps of growers were tar too exaggerated and there is not 
much of combination of inoneylending and trading. But the tracts 
selected were not all typical and the (joinmittee itself (‘ould not 
accept all the conclusions — Holding of produce for better j)rice by 
the producers is not uncommon in the case of food grains and it 
is of doubtful utility in the case of commercial crops — ^Madras has 
more of agriculturist-moneylenders who are not extortionate nor 
insist on sale of pioduce of debtors to themselves — The commission- 
shopkeepers in trade centres are increasingly approached by the 
ryots for advan<vs and though there is an undertaking that pro- 
duce shall he delivered after harvest, there is no stipulation for 
sale at less than market price. The rales of interest are fair; sale 
is commonly by auction. Profits are derived by a large turnover, 
and to some extent by certain market practices detrimental to the 
interests of growers. But the ' tied ' farmers fare no worse than 
free farmers. — The cartmen-traders will move a large part of the 
produce from villages and some of them distribute funds, lent by 
commission-shopkeepers, at higher rates to producers or on condition 
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of the Bale of produce by the latter at coucession rates to 
iheniHclvos — IncTeaHe in the number of commission-shops, hetter 
communication betweem town and country and competition of the 
larger number of ])etty dealers tend to mitigate the hardships of 
all but the backward cultivators — Forward contracts are more 
common between big firms, exporting or manufacturing, and big 
bazaar dealers; but neither of these ordinarily finance the culti- 
vators directly or indirectly — Other serious handicaps to co-opera- 
iive or any orderly marketing merit our attention as well as any 
lack of organised and easy credit. 


It is a common belief with co-operators and other well-wishers 
of agriculturists that in respect of marketing their produce, the 
latter are exploited liy the merchant-moneylender. The llania 
in the North and the Komati in the South are likened to the 
‘ (Tombeen-nian ’ of Ireland, who is said to have combined in 
himself the three functions of money'lending, purchasing produce 
and vending some of the agricultural and domestic requirements 
of the cultivators. An attempt is made in this Paper to examine 
the widely held view that the purchaser or bis agent by making 
advances prior to harvest binds or tempts the producer to deliver 
soon after harvest his jiroduce at a rate ])rofitable to himself but 
ruinous to the latter. Many of the following inferences are based 
on facts and opinions gathered in the course of an enquiry into 
conditions of marketing produce in several districts of the Madras 
i Residency. 

lirtpoitance of Weekly Fairs: Jj(»t us first note the diame- 
trically opj)osite impression that is likely to be conveyed by the 
lleport of the Census in 1921, when special information was 
called for on the subject of rural markets all over India. From 
statements quoted from the* Census Reports of several provinces,^ 
one might be tem])ted to generalise as follows : Most of the trade 
in agricultural produce in India is carried on in the well-attended 
rural .weekly fairs (known as shandies in Madras and hats in 


1 la-dian CenKus Report, lUiJl, pp. ‘269—263. 
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North India) held within intervals of 5 to 10 miles over most 
parts of the eoimtry. The petty producer himself f^oes to sell 
in the fair what he does not need (or cannot afford to store u])) 
for his consumption. He sells to consumers and for cash; or if 
he sells to some extent to petty dealers, these are an itinerant 
(lass of people with whom he can have no money dealinj^^s or any 
sort of ‘ forward contracts.’ Theie is therc'fore little chance for 
exploitation of the producer by the moneylr^ndin^ trader. 

While the existence of the net-work of weekly fairs should 
not be ignored in any study of agricultural marketing*, it is ])OS- 
sible to exaggerate their importance. They are, first of all, not 
so universal. They appear to be more common in the Southern 
and Kastern Provinces than in the Western and Northern. In 
Madras, ahaiidicR are far more important in the dry inland dis- 
trictvS than in the deltaic rice-growing districts. They are a 
re(*ent introduction in many of the Telugu districts. In several 
])laces they are neither big* nor imjiortant and are chiefly meant 
for vegetables, leaves, condiments and fruits. There is some 
local and retail trade in staple foodstufls, but the wholesale trade 
in the latter and in commercial crops is outside the shandies ^ 
though some of them serve also as collecting centres for all kinds 
ot ])roduce. For they are the resort of the very poor ryots with 
small lots of produce and the large number of landless labourc^rs 
who receive harvesting* wages in kind and are ready to scdl, or 
barter, ihem for what they would fetch. In the case of groundnuts 
])articularly it is possible for assiduous dealers seated in or near 
shandies to purchase a great pro])ortion of the crop from wage- 
earners alone, as picking charges for groundnuts vary from 25 
to 50 per cent of the crop. 

It is not correct to hold that the weekly fairs attract only 
producers and consumers and that there is little scope for dealers. 
For (wen in the case of fresh produce like vegetables and fruits 
and leaves, in the shandies away from the producing centres, 
the sellers are seldom growers but are petty traders who colle(‘t 
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ill one shandy and se^ll in another and go the round of shandies 
in the neighbourhood in search of suppliers in one and buyers 
in another. This much however can lie said of the shandy sys- 
tem that even where it is important it does not encourage any 
kind of a contract betw^een producers and dealers in consideration 
of any paynieni of advances by the latter to the former. ^ 

The Cotton Committee Investigations: We have recently 
a more authoritative refutation of the traditional notion of the 
dependence of the cotton cultivator on the trader-cum-moneylen- 
der, in the reports of eight investigations organised by the Indian 
Central Cotton Commit tee. 2 According to these reports, abuses 
connected with financing })revail to a much smaller extent than 
imagined. Taking all the eight tracts together, sowcars lend 66 per 
cent, landlords 15 per cent, co-operative societies 13 per cent, 
gin-owners 1*6 per cent, and petty merchants and traders only 
•y per cent of the amounts borrowed by growers. The borrowings 
though substantial are not excessive. The rates of interest are 
not high except in Sind. There is a justifiable preference for sale 
in the village itself, and the growers are right in shunning the mar- 
ket for its malpractices. Above all ‘ the cultivators excei)t in 
Sind are not hampered by their borrowings in the disposal of their 
produce, either as regards the persons to whom or the time at 
which they may sell ’ though they seem to feel a ‘ moral obliga- 
tion ’ to sell to their lenders. The producers are able to, and do, 
hold cotton for considerable periods in expectation of higher 
prices. When they sell early, it is not due to financial pressure 
but to fear of falling prices and of loss by fire. 

While Sind is the most unfortunate, Madras (N. & W.) 
seems to be the most favoured tract. The pert*entage of loans 
from sowcars is the least here — only 27*6 per cent, while land- 
lords lend 56-8 per cent, gin-owners 10 per cent, and petty 
traders 3*8 per cent. Rates of interest are the lowest; 84 per cent 

2 General Bepoft of Kight InvcHtigatiofis into the Finance and Marketing of 
Cultivators’ Cotton. 
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of the loans carry less than 12 per cent interest; 24 per cent of the 
loans are charged less than 9'j^ per cent. No wonder the field for co- 
operative credit is narrow. No interest is charged on advances 
given on cotton stored in commission shops though in other tracts 
9 to 12 j)er cent is charged. Again, the village prices are fair, 
sometimes even hetier than rates current in the market, due to 
the anxiety of the village-traders to fulfil their forward (jontracts 
within stipulaied time. Only 4 per cent of the borrowers gave 
even a verbal undertaking to sell to the lenders who happened to 
bt» gin-owners. 

This pict’Te appears indeed loo good io be true! This tract 
(N. & AV.) in Madras is not typical of the Presidency. The aver- 
age holding is 30 acres of land capable of growing cotton, jowar 
and gro'indnut in all but drought years, and 74 per cent of the 
growers have more than 15 acres each.^ Even as regards the other 
tracts, the (^mmiittee i^self seems to discount the value of the 
rejjorts in the ])refatoi*v statement and to explain away the aj)parent 
j)rosi)erity of growers by the unbroken series of good seasons they 
have had. It is averred that the rates of interest are nominal and 
that tliey do not reveal the total of the levies made by the money- 
lender who is often the agent of the bigger buyer who is the real 
financier. Attention is drawn to the state of co-operative cre<lit 
as indicative of the low credit-worthiness of (uiltivators. Further 
enquii*i(‘s may modify the optimistic inferences drawn in the re- 
ports, though there must be a large element of truth in them. 

Holding Produce for Better Price: In the case of food grains, 
it is not all the produce that comes u]) for sale in the market, 
early or late. A go(;d deal is stored up for consumption by all but 
the j)Oor, though latterly a craving for finer stuff coming from a 
distan(*e (e.g., craving for the Ci rears Rice in the Tamil Districts) 
tempts the disposal of all the croj). There is a disinclination, so 
far as the surplus is concerned, to wait for a rise in j/ric^e as it 

3 Report on the Financirifj and Markctinfr n{ (Jotton in Madras (Northerns and 
Westerns tract), p. 7. 
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involves risks of loss, especially if account is taken of the dryage, 
wastage, and interest for the period of waiting. There is always 
a rise in price, but not always enough to guarantee against such 
losses. But affluent landlords are prepared to take risks and evfen 
buy up the produce of the smaller ryots to whom they might 
have advanced money and so are in a position to dictate terms to 
petty purchasers. The Imperial Bank has been for some time 
past offering facilities to producers as well as traders to take loan 
on pledge of produce. So far traders have availed themselves of 
them more than producers who have been partly hindered by lack 
of proper godowns and partly by considenitions of false prestige. 
This prejudice is breaking down, and godowns are also coming 
into vogue even outside the taluk headquarters and market cen- 
tres. We may look to an expansion of this line of business in co- 
operative and other joint stock banks as well. 

There is no question of holding perishable crops; nor is any 
attempt made to preserve and store the surplus, for future, gradual, 
sale, (howers are except in certain seasons at the mercy of pur- 
chasers. 

In the case of commercial (export or money) crops like copra 
and groundnut and turmeric, and jaggery, it is not the practice 
to hold produce for later sale ; for many of the crops undergo rapid 
deterioration, or lose in bulk and weight ; the fluctuations in prices 
are even greater than in the case of food grains and the demand 
by shippers in certain tracts ceases after the season. Buyers from 
outside who assemble for the season disperse and competition goes 
down to the detriment of growers. Special storage facilities and 
preservation and care are beyond the capacity of most producers 
who are unorganised. 

AgricultUrist-MoneyletKlers: A striking feature of money- 

lending in the Madras Presidency (noted by Sir F. Nicholson and 
the late Mr. S. R. Ayyangar and recently by the Cotton Commit- 
tee investigators) is the practice of the smaller ryots to borrow 
from their bigger fellows who do not charge unconscionably higher 
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rates of interest unlike the moneylenders in other parts of India 
belonging to a different class and creed and often to an alien tract. 
There is no insistence of the sale of ])roduce to the lenders, though 
the latter might keep a watchful eye on the sale, with a view to 
recover their dues. Few lenders are so unfair as to compel sale 
to themselves if a good offer is made by an outsider trader; and 
often the latter pays the local lender and has the produce sold to 
himself. The same thing happens in the case of tenants who have 
agreed to pay cash rents and received advances from landlords for 
cultivation. There is no doubt hurried sale, but it is not peculiar 
to the crops of borrowers. 

CartmelKTraderS! The most ubi(|uitous of traders in rural 
areas are the persons who own (or hire) carts and i>airs of bullocks 
and invest a little of their own, and more of borrowed, capital in 
business. They are of various grades and not all of them advance 
loans to producers. There are recent recruits to the trade from 
among ryots themselves. Growers unable or unwilling to go to 
markets themselves entrust the cartman-trader with the sale of 
the produce, and receive the sale proceeds minus commission and 
cart hire when the trader returns. The traders with a larger work- 
ing capital, either their own or borrowed from commission-shop- 
keepers in market centres, buy outright the produce in the village 
and ])ay down the entire price before they remove the produce. 
Some are able to lend before the harvest, and a few early in the 
cultivation season, in which case they charge interest, more in 
terms of produce than of cash. Conditions are stipulated, though 
seldom w^ritten agreements are drawn up, that produce shall be 
delivered at a little less than the rxiling price for free produce^ 
Interest often takes the shape of a definite additional quantity of 
produce for every rupee lent. This system is, however, more 
common in the case of commercial crops than in that of food grains. 
With regard to the latter, what are commonly known as advances 
are not for long periods but are given just after the harvest, when 
the price is settled ^ though the produce is left in charge 
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of sellers and is taken delivery of aft(?r some weeks or 
a few nionflns. Tliej are more in ilie nature of earnest-nioney 
than loans. There is no doubt scope for exploitation, 
but it is kept in check by the increasing competition among 
the dealers themselves, who are no longer confined to a hereditary 
caste of traders. The margins (at any rate openly claimed) are 
pulled down by the invasion of other clavsses. 

Commissioili Mandis: The commission shops or Thardyn man- 
dk in market centres play an increasingly important part in the 
disposal of all kinds of produce, except jHU’ishables. A good deal 
of produce is still brought io these shops by the petty dealers; but 
they are attracting more and more the producers themselves in the 
villages in the neighbourhood and in good communication by road. 
The produce that is brought is (luickly disposed of at these matwHs 
to l)uyerH tor export or to merchants who stock and gradually 
distribute to retail sellers. The most common method of sale is 
by auction at which are present the buyers or their agents. If the 
higher price bid is not agrcf^able to the producer or dealer who 
brings the produce for sale, the ])roduce can be held over for sale 
on a later day. An ‘ advance ’ to the extent of three-fourths of 
the probable value of the produce held may be had from the inandi- 
man. Only godown rent will have to be ])aid, and if the advance 
be not returned within a month, interest at 12 j)er cent will be 
charged. Some charge interest even for a shorter period. 
When the sale is effected a commission varying with the produce 
and some other customary charg-es in the market will have to be 
paid. 

The commis8ion-shop-kee})er lias to be a financier if he is to 
be a big dealer in produce. It is common for jiroducers who are 
old customers to take advamtcs earlier, generally just before the 
harvest. But more of the vuimlimnn' s money is in the hands of 
petty dealers who distribute it in small amounts to producers in 
the villages at rates ranging from 12 to 18 per cent or stipulating 
for an additional quantity of produce. But the 7 nandim\xn, when 
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he lends to the producer dire does not insist on sale at lesb 
than market price but only wants the produce to be sold through 
him for commission. The rate of interest charged by'^e maridu 
ntan to old producer-customers as well as to dealers is 9 to 12 per 
cent, which is very reasonable in view of the rate he has Tiimself 
to ))ay to his creditors, the Multani, Chetti or Brahmin Bankers or 
Hundi Merchants, whose lending rates are slightly higher than 
the Imperial Bank^s. But their readiness and elasticity in deal- 
ings account for their ])opularity while the rigidity of the Imperial 
and Joint Stock Banks repels them. The risks in lending to ryots 
and petty dealers on mere pronotes and on personal security are 
not inconsiderable. They have also to extend short credit — for a 
wi'(»k or so — to buyers. Producers who have had dealings with 
uHnidimen directly have little (complaints against them. It is only 
wh(»n they do not fulfil their part of the contract — and for example 
divert their crops elsewhere — that trouble arises. Overdues are 
charged at 18 to 24 j)er cent and with some justification too, as 
the sho])kecper has to earn all his profits by a (j[uick and large 
turnover in a short season. There is no legal obligation on the 
part of the receiver of advances to sell his produce only to his 
creditor, but ihe ‘ moral obligation ’ is a natural and universal 
feeling. 

Farward Contracts with Firms: Forward Contract is the rule 
between big firms, exporting or manufacturing, and big bazmir 
merchants who agree to buy for them and deliver a definite (quanti- 
ty and (jualify of produce at a given price and place and before a 
fixed date. The buyers are generally men of capital but they also 
borrow from big bankers. Sometimes they send their own men 
into the interior to purchase produce but more commonly depend 
on the commission shops, which extend credit to them for a week. 
The firms, exporting or manufacturing, with whom they have con- 
tracted do not ordinarily help them with any advances, while, on 
the other hand, they are required to make deposits. Cash ad- 
vances by firms are as a rule discredited and are cousidere(J dempra- 
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Using by reputed firms. ^ There i» no need to finance when com- 
petition between buying agents is so great that there is a scramble 
for business with the big firm. But almost the entire value of 
the produce is sent soon after the railway or steamer receipt reaches 
the Head Office. The m/indimsm has to wait tor a week or more 
to be paid. In exceptional cases money is advanced even by 
n;.anutacturing firms of repute with a view to be sure of getting 
raw material for the mills. For example, Messrs. Parry & Co. 
used to finance cultivators of sugarcane to feed the mills at Nelli- 
kuppam. 

E'XploitdtlOfl of Backward Classes: Even now in the Krishna 
and Godaveri districts they advance through the Diihtu^h amounts 
to ‘ agreemented dealers ’ who contract to deliver jaggery by a 
certain time and who in turn disburse the amounts to various tap- 
pers of palmyra trees on terms which are extortionate. There are 
in all tracts some de])ressed classes of producers who by their ig- 
norance as well as their imprudence easily lend themselves to 
exploitation. The most notable instances in Madras are, besides 
the tappers mentioned above and in Tinnevelly, the Hilt tribes of 
the Agency Tracts exploited by the Komatis ! the Badagas of 
Nilgiris exploited by the Lubbai merchants; the pepper-growers 
of Malabar exploited by Moplah traders. It is notew^orthy that in 
all such cases the lenders are not of the same creed or caste as the 
borrowers. 

Credit extended by Producers: At the other extreme are cases 
of producers who not merely do not borrow from prospective buy- 
ers of their produce but also extend credit to them. Sale on 
credit of jdantains in the Trichinopoly district to local agents of 
firms in Madras is quite normal. Money is received a week or 
more after, and sometimes long after the fruits are sold. Plan- 
tains being perLshable, producers are in some slack seasons put 
to so much trouble and anxiety as regards disposal of their produce 

4 Indian Cotton Coniuiittee (1918) Evidence Sir Cl. Simpson (5487) & Royal 
CoininiHHion on Affricnlture. Evidence, Vol, X, Steiner, 



FINANCING AND FORCED SALE OF PRODUCE 


627 


that even price is not always fived before the sale to the local agents 
but depends \ipon what the latter and the Madras firms are pleased 
to pay. 

Another curious practice in the City of Madras and even in 
mofuasil towns is for owners of buffaloes, whose milk is not so 
much in demand for domestic consumption as cow’s milk but has 
to depend on the demand of the coffee hotels and tea clubs, to 
financ e the keepers of such hotels and indeed help start such a 
concern on condition that the latter should pun base all the milk 
broughi for sale. This help is f»iven by the milkman, though he 
may himself be in deep debt to moneylenders for the i)urchase of 
his animals and their maintenance. 

But the suffering is not all on one side. There are consumers 
in every place who are prepared io advance sums to milkmen for 
a steady supply of pure ghee and other milk producis for domestic 
consumption, demanding no interest on the advance. The most 
common experience in sucL eases is that the producers, whose 
supply of such goods is usually below the commitments they make 
to one or more creditors, fall in arrears and are a source of vexa* 
tion to lenders, with whose woes we may well sympathise. 

Advanoes not Soii^ht but Thrust: It is not always the pro- 
ducers that seek advances. It is often the temptation of money 
dangled before them than their need that accounts for hasty sale. 
The binding nature of forward contracts which big dealers enter 
into with exporting or manufacturing firms impels them to assure 
themselves of a definite supply fairly in advance of due date. 
Millers of all kinds are anxious to purchase raw materials to keep 
their plants going for as long a time as possible in the year, and 
their agents scour the country with cash in the hands. Too many 
rice mills in Tanjore and Nellore districts and too many <?otton 
gins in Guntur and Ceded Districts have brought about eom|>etition 
for produce and the temptation lo sell it in advance at a fair price 
is irresistible. 

It is not denied that there is exploitation where the oppor- 
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tunities are ^reat. There are in every village petty holders of 
land who can never make both ends meet and w^hom none but a 
missionary agency can perhaps rescue. Such ryots do come into 
the (‘hitches of moneylenders — whether they are merchants or not. 
hut though they (‘onstitute in number a large proportion of the 
ryot population, their surplus produce available for sale is not 
considerable especially in respect of food grains which occupy 
^ths of the total area cultivated. It is not the reform of the mar- 
keting-credit system alone that is likely to redeem them. 

^Tied’ Farmers Fare no Worse than Free Farmers: As re- 
gards the average ryots, it cannot be asserted that credit is now got 
on ruinous terms and that from the trades-people. Wherever they 
have had access to the commission shops in market centres, they 
have had no lack of (Tedit. The profits of comniission-shopkeep- 
(‘rs are earned not so much by lending money as by attracting a 
large number of clients with a view to a large turnover. Though 
the brokerage is small the total profits sw’ell, by the authorised 
ami unauthorized indireci earnings by way of samples, deductions, 
overweights, cesses, etc. But in all these respects the ‘tied ' 
farmers seem to fare no worse than the free farmers; for the latter 
also submit themselves to all such customary outgoings. There 
is generally not much to (dioose between one commission-shop- 
keeper and another, though the unscrupulous who rob the weak 
and the helpless are few. Even if the victims to the existing 
credit systems w^ere to be relieved by the grant of co-operative 
credit, there would be other problems to solve before co-operative 
marketing can be HU(*.cessful and bring complete relief to producers. 
It is notew^orthy that in the few w^ell-worked Ixjan and Sale 
Societies in Madras, there is not so much demand for loan as for 
help in sale. 

Other Handieape to Orderly Marketing and Co-operative Saile: 

To lay all the emphasis on the exploitation of the moneylending 
merchant, w^hich is not proved, is to distract our attention from 
the other serious handicaps to co-operative sale, or any kind of 
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‘ orderly marketing ’ among \ihicli may be mentioned (apart from 
the difficulties of management) the following; the lack of trans- 
port facilities which inconveniences all but ihose who have specia- 
lised in surmounting the difficulties and therefore captured the 
trade, the chaos of weights and measures which is the curse of the 
country-side but whi(‘h is the forte of the shrewd trader, the fear 
of a falling market and the lack of any agency to forecast in 
intelligible terms io the cultivators the trcmd of probable prices 
in world markets, the })aucity of proper storage facilities in the 
villages and of warehouses in market centres on the basis of which 
bank credit will be easily forthcoming, and the absence of any 
desire on the part of the growler to achieve' high quality and uni- 
formity in production or 1o have the jjroduce well-graded before 
sale. 

Above all the want of a fervent faith in joint enterprise on 
the part of many farmers and the members^ readiness to deliver 
produce into alternative channels of trade account for meagre suc- 
cess. Without a guaranteed supply by the farmers of their sur- 
plus produce by means of a supply-contract or othenvise, no co- 
operative sale can be built up; there cannot bo onougli margin to 
cover overhead expenses; nor sufficient basis for credit. There 
can be no regulation or ‘ smoothing out ^ of supply according to 
ilemand, which is the aim of all ^ orderly marketing.’ There can 
be neither the power for collective bargaining nor the power to 
resist competition by those established in the trade. Without the 
assurance of members’ loyalty to society even in times of adver- 
sity, at least in the early stages, we shall be only playing with 
the idea of co-operative trade. 


F. 41 



CO-OPERATIVE MILK SOCIETIES 
N: N. Basu, 

Superintejulent, Co-operative Milk Societies^ 

Bengal. 

I am fj'iateful to you for your kind invitation which I gladly 
accepted not only because I am directly associated with some of 
the successful co-operative milk societies in Bengal but also be- 
cause I have a living and abiding faith in the co-operative milk 
movement. 

Since the growth of industrialism and the consequent shift- 
ing of the centres of trade into large cities, the problem of market- 
ing of milk from producing areas to consuming areas has been 
looming large before all civilised nations. In ancient times the 
cow supplied the needs of her owner^s and his neighbour’s family 
and milk was consumed close to the centre of production. Bnt 
a wide gulf has now sprung up between the farming community 
and the mass of consumers, and dairying has consequently been 
pushed farther away from the markets. A city teeming with 
millions has to draw its daily supply of milk far and near and 
naturally the process of marketing has created a chain of inter- 
mediaries between the prodiicers at one end and the consumers at 
the other. Tn a country like India where small producers are 
proverbially poor, ignorant and conservative in their methods, 
it is no wonder that these middlemen have reduced the farmers 
to a state of absolute dependence and helplessness. 

Tn a country of small holdings the farmers can produce only 
a small quantity of milk. They cannot, therefore, sell their pro- 
duce to the best market on their own account by transporting it 
to the city. Moreover milk is the most perishable of all farm 
produce and to convert it into a non-perishable product of the 
highest market value requires capital, skill and business capacity 
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which the individual cow-ow:ier does not possess^ He must, 
therefore, adopt the method of the rest of the world and organise 
or be organised on co-operative lines if he is to obtain for him- 
self the full value for his milk. 

As you are aware, a striking development of dairy buwsiness 
with the actual farmers has been effected in other countries, such 
as, Denmark, Holland, Ireland, etc., through the agency of co- 
operative societies brought into being under the stress of neces- 
sity. The working of these societies for several decades have 
pushed out the proprietary creameries or milk-handling plants 
with the result that they are ]U’a(‘tically unknown today in those 
countries. There the milk-producers, organised co-operatively 
themselves manufacture, grade and sell milk and milk products. 
In Calcutta a Co-operative Milk Societies’ Union has been estab- 
lished with a view to achieving similar results by working on 
similar lines. It is a federation of primary societies composed of 
hona fiiU milk producers and operating within a radius of 50 miles 
from Calcutta, each member-society generally covering a village 
and forming a unit of organisation. These societies are linked up 
ordinarily in groups of six units. At each unit cows are railched 
under proper sanitaiy conditions and the milk is transported to 
the collecting centre. There the milk is received in sterilised 
cans, measured, its general condition is carefully tested and 
lactometer reading recorded by trusted officers of the Union. The 
milk is then despatched under proper supervision to the Milk 
Union in Calcutta, which, after Pasteurization, disiributes it to 
the consumers through its salaried staff or agencies by motor or 
cycle lorries or hand carts. The cows and the process of milking, 
etc., are under the direct supervision of two experienced and 
expert Veterinary Surgeons. 

IfMr societies were affiliated to the Union on the 30th June 
last. The working capital on the date was Es. 2,80,000. The 
Union began in lOl!) with a suppJy of half a maund of milk daily 
to its customers. The supply has now increased to 150 maunds 
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or 12,000 lbs. of milk a day. The sale proceeds of milk last year, 
amounted to Be. 6,08,000. The Union suffered a loss of Rs. 6,000 
in the first year of its working*. The losses have been completely 
wiped out and the Union has, year after year, been gradually 
increasing its profits so that last year it earned a net profit ot 
Rs. 26,000. Nor has the Union sacrificed the soundness of its 
financial position to the progressive increase of its profits. For, 
ihe Union has built up, out of its profits, a reserve and other special 
funds which today exceed Rs. 80,000 on which it can safely rely 
in lean years. It annually spends, out of its profits, Rs. 1,000 in 
aid of schools, where the children of members generally receive 
initiation into the three R’s and a grant of Rs. 800 is also annually 
made for the upkeep of cows and a dispensary. Tt also contri- 
butes liberally towards welfare work among the milk producers. 
It has up-to-date sunk 25 tube- wells and) distributed 20 
stud bulls, organised four cattle-breeding societies and encouraged 
the cultivation of fodder crops by free distribution of 
seeds. 

Till 1926, the Union used to boil a portion of the milk 
received from its afiiliated societies and to sell the boiled and raw 
milk to its customers. The method was undoubtedly crude and 
unscientific. The Union had therefore to withstand innumerable 
difficulties. In order to inaugurate a true and scientific system of 
milk supply and milk handling a model milk factory was set up 
in the centre of the metropolis after the designs furnished by the 
Imperial Dairy Expert to the Q-overnment of India and fully equip- 
ped with the latest milk Pasteurizing, bottling, (*old storage and 
lx>itle-washiiig plants. The milk now sold is filtered on arrival 
and then Pasteurized by heating to 145®F, holding it at that tem- 
perature for 35 minutes in an automatic retarding tank and cool- 
ing to 45®F before bottling*. The entire process is automatic and 
at none of the stages is ihe milk touched by ibe hand. To re- 
gistered customers milk is sold in sealed bottles.* Each parcel 
of milk sent on or out to or from the central factory is carefully 
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tested by experts for fat and solids not fat and periodical tests are 
also carefully undertaken of bacterial counts. 

The success of the Calcutta Milk Fnion has led to the founda- 
tion of 5 more Milk Unions in Bengal, notable among which is 
the Darjeeling Milk Union, which is for the moment primarily 
a Oi’eamery Society. The Union is putting up a dairy factory 
working on the gravitation system, which will be the first of its 
kind in India. 

The working of the Calcutta Milk Societies Union (*lenrly 
demonstrates that for a tropical country, where bacterial (‘ontami- 
nation is more general and more dangerous from a pathogenic 
poiiii of view than it is in temperate (‘limates, Pasteurization on 
the modern retarding system should be the sheet-anchor of milk 
distribution. To advocate the selling of clean milk direct from 
the cow so much recommended today in Europe and in America 
is for the moment merely a counsel of perfection, so far as India 
is (‘oncerned, firstly, because of the septic condition of every source 
of contamination to which milk is exposed and secondly by reason 
of the illiteracy of the farmers resulting in a failure of the true 
conception of the meaning of cleanliness and of the potency of 
living dirt for working evil. 

The tropical condition prevailing in most parts of India make 
the long distance transport of fresh milk ditficult. But it is 
not altogether an impossibility. Under proper safeguards espe- 
cially in treatment and conveyance, such as with refrigeration vans 
on Eailways, milk may be transpoHed from a far greater distance 
and in a much better condition than what we may expect to get 
in front of our house from a wandering cow. 

Experiments made in India in railing milk from long distances 
conclusively demonstrate that Pasteurized milk (i.e., milk heated 
to 14r)®F, held at that temperature for 35 minutes and then cooled 
instantaneously to 45®F) is superior in keeping and transport- 
ing efficienc'y to every other system of treating milk. Milk so 
treated and stored in insulated cans can stand a journey of 18 
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hours in an ordinary wagon in the hottest season in India and 
delivered fit for human consumption. 

The results so far achieved by the co-operative milk institu- 
tions fully establish the two main facts that (1) co-operative sys- 
tem is by far the best means of providing a regular and suflicient 
supply of clean and pure milk in cities at a reasonable price, and 
(2) co-operative organisations are the most suitable agencies for 
improving the quality and quantity of milk by training and ini- 
tiating the producers in improved methods of production by bring- 
ing out their latent advantages and benefits and providing the 
necessary assistance and seasonal finance which would lead to in- 
creased profit. 

By co-operative system we have actually increased the pro- 
ductibility of our members. When we began, the average out- 
turn was about *5 seer per member. The daily supply has now 
increased to about 1-2 seers per member. In other words by 
bringing them into co-operative societies their supply of milk has 
increased by about 70 per cent. Now, how has this been accom- 
plished? By offering to the cow-owner all the profits of the in- 
dustry which had hitherto been appropriated by tlie middlemen 
aroused the interest of the producer and enthused them in their 
business. In any case, those who had one cow, foimd it worth 
while to keep two ; and those that had two had likewise increased 
them to three. It is remarkable that as in western countries 
such as in Denmark, Holland and Sweden, where enormous prog- 
ress in the improvement of cattle has been made, the organisa- 
tion of the dairy industry on co-operative lines as in Bengal also 
has preceded the improvement of cattle. Now members maintain 
20 stud bulls for the improvement of their cattle. 

The possibilities in this direction are indeed vast and immense 
but the difficulties are equally great and many. In the first 
place, we cry not so much for money as for men. It is very 

I 

difficult to find tie rig'ht type of officer who combines business 
sagacity and driving power with expert technical knowledge and 
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skill and who really feels for his less fortunate brethren. Second- 
ly, it is to keep the supply regular throughout the year. How 
to make up the deficieT^cies in the tight season and how to dispose 
of to the best advantage, the surplus in slack season are our 
greatest problem. Next is the difficulty of transport and mode 
of conveyance of milk. No doubt the Railways can help consider- 
ably in this direction both as regards the reduction of rates as also 
providing better facilities for transport. It will interest others to 
know that New Zealand butter is competing favourablv in the 
Calcutta hotels. The difficulty of preserving milk in tropical 
countries especially during summer is also great. No doubt we 
have laken up Pasteurization of milk following the practice in 
western countries but I am yet to be convinced that this is the 
only and the best method. Research work with tropical milk 
may be undertaken in this direction^ 

Liistly it may be stated that as in temperate climates, the 
problem of transport and distribution of milk in tropical climates, 
such as i)revail]ng in India is primarily one of bacterial control 
with this difference that in India a marked degree of vigilance 
to ])revent contamination and of temperature control to ])revent 
development of bacteria far ahead of the standards of temperate 
zones is required. Making allowances for this difference our 
experience is that we of the Orient must largely follow the lines 
of Western progress in this great National question of city milk 
supply. 

I may conclude by saying that the greatest force in the attain- 
ment of the improved milk supply however, rests in public opinion. 
It is for the consumers in general and the leaders of the communi- 
ty in particular to decide this problem of supply of pure milk. It 
is to the co-operation of the dealers and farmers organised on a 
co-operative basis that we must look for an absolutely pure milk 
supply and behind all this must be a public appreciation of good 
milk. 
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One of the greatest problems confronting governments, 
whether local, provincial or imperial^ in India, is the question 
of finding money for uation-biiilding activities. There is no 
lack of schemes of this character. Every minister, every chair- 
man of a district board or a municipality and every finance mem- 
ber has a plan in his heart which he thinks will do good to this 
unfortunate country. Behind all these plans and i)roject8, there 
is the feeling that something must be done to increase the nation- 
al dividend of this land so that its enormous population of 320 
millions may be maintained on a decent level of comfort. The 
expenditure required for this development is enormous since we 
have to make a good deal of leeway. Education, sanitation, 
communications and industries seem to be in a i)rimitive condi- 
tion. The juogress in different provinces since the Keforms has 
l>een extremely uneven. Spccaking of BShar and Orissa — the x)ro- 
vince with which I am connected — its expenditure on the primary 
and secondary education of 84 million inhabitants amounts to 
Bs. 47,00,000 against the 183 lakhs of Bombay for a popu- 
lation of 19' millions and the 144 lakhs of Madras for a jmpulation 
of 42 millions. The same province provides 97 beds per million in 

* We desire to express onr very sincere regrets that due to some mistake this 
Paper never reached ns. We have, however, much pleasure in printing it in 
this issue, — Ed. 
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public and private-aided hospitals against 183 in Bombay, 120 in 
Bengal, 125 in the tl.P. and 155 in the C.P. So that leaving aside 
the question of approximating to Western standards, large sums of 
money would be necessary to raise some provinces to the existing 
Bombay standard of development, which speaking absolutely, we 
all know is not very high. The Bombay standard is maintained by 
a hii^her rate of taxation — the highest in the whole of India - 
which will be regarded as intolerable in the other parts of the 
country. Per head, Bombay pays the highest land revenue, the 
highest income-tax and the largest amount of excise duties. The 
total taxation, imperial and provincial, per head of population in 
Bombay is Ks. 2051 while Bihar and Orissa pays only 1*74 which 
is the lowest in the whole of India. But the latter ])rovince has 
also the lowest standard of development and therefore it would 
be called upon to spend more in the near future. It has been 
estimated that one crore alone will have to be spent on primary 
education if Bihar and Orissa enforces a national minimum of 
education. Proportionate increases will have to be made under 
every other head. If similar expenditure is incurred in every 
other hac^kward province, and all the provinces try to approxi- 
mate to the Western standards of development, which is our 
national goal, expenditure will have to he raised far above the 
present level. An additional expenditure of not less than a 
hundred crores will he necessary if a modest programme of 
military, educ*ational, agricultural, commercial and industrial 
development is (tarried out for the whole of India in the near 
future. This is by no means an over-estimate when we remem- 
ber what other nations spend on similar objects. The single 
state of New York spends more on education than the whole of 
India, and London alone spends on its lunatic asylums more 
than the total revenue of Bihar and Orissa. This additional money 
can be obtained only in three ways — by (1) retrenchment, (2)* 
operation of public enterprises, (3) taxation. 

Of these, retrenchment holds pride of place both owing to 
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its intrinsic importance and tlie large place it has occupied in the 
national discussion of financial questions. It is universally agreed 
that our national administration is costly and that we could do with 
less expenditure under this head. But it is doubtful whether re- 
trenchment, however desirable in itself, is practic.able on a large 
scale. No government except a revolutionary one, can start with 
a clean state and repudiate existing' obligations oi* dismiss its perma- 
nent si ah. The services in India, Kiuro])ean or Indian, have such 
close affiliations in the Parliament and the Legislative Councils 
that these bodies will see to it that their abstract sentiment in 
favour of economy is not translated into practice. It is justly said 
that the best way of winning ])o])ularity is to advocate retrench- 
ment and the quickest way of losing it is to (*arry it out. That is 
one reason why no vstriking results have been obtained as a result 
of the appointment of retrenchment committees in all ihe ])rovin- 
ces and at the centre. One or two (‘omrete illustrations from 
my experience will explain ihe difficulties of rcdaenchraent better. 
The ])ost of the i)aid Vice-Chancellor of the Patna TTiiiversity 
held by an I. E. S. officer was retrenched hut as the I. E. S. 
officer had to be provided for somewhere, he reverted to his sub- 
stantive post carrying about the same emoluments. All officers 
acting in the cdiain of his vacancy were moved back until an un- 
fortunate teacher officiating on a small ])ittance was thrown out 
of employment. That was the net saving to (he public exchequer. 
In other departments only chaprasies were thrown out and these 
infuriated functionaries ensured the defeat at the next election of 
the member who had moved the motion for retrenchment. There 
is no doubt however that given an honest will some retrenchment 
can be made without serious loss of efficiency; but the amount 
involved would be comparatively so small that it would hardly 
touch the fringe of our vast problem. If every European were 
replaced by an Indian and the salary of every Indian above Rs. 1,000 
were progressively reduced, the saving effected w^ould not exceed 
G5 lakhs a year. Salaries are however rarely reduced in this 
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manner. They are either reduced by the slow operation of time 
or by the rise in the level of prices. Even if savings can be 
effected in this way, they are likely to be absorbed by increases 
in other directions, notably in the improvement of prospects of 
low-paid fiim tionaries like policemen, clerks and village teachers. 
Decreases in military expenditure ma> be offset by increase under 
air and naval forces. Thus retrenchment with a view to provide 
funds for development expenditure may be a dream of the future 
but is not a reality of the present. 

The second nu^tliod which has been suggested is the opera- 
tion of public undertakings and monopolies. In the central and 
provincial splnu'e tliis is being doin» on a considerable s(‘ale as com- 
pared with other countries With the exception of Russia per- 
haps, there is no other country in the world which resorts so 
much to socialistic action. The central government operates the 
railways, telegraphs, t ('hipbones and the salt and opium mono- 
j)olies, while the ])rovincial governments own lands and buildings, 
forests and irrigation works. Tiarge revenues are obtained under 
these heads which may be increased further by widening the 
s]>here of state action. It has been proposed to carry on ship- 
ping, insurance and banking as state enterprises and secure a 
mono])oly revenue from tobacco. We are not concerned here 
with the ndative merits of state and private enterprise as methods 
of y)roduction ; we are only interested in their merits as sources 
of revenue to the state. It is an open question whether it will 
not be better in the long run for the state to leave industrial and 
commercial activities in private hands and derive an increasing 
revenue from them by heavy taxation, than to engage directly in 
them and face all the incidental risks of inefficiency, corruption, 
waste and mismanagement. Even if state management were 
efficient and free from political influence, it is doubtful whether 
the profits derived from it would exceed the yield from the tax- 
able surplus of jirivate business. No public monopoly would be 
5^11owed to make as large profits as private companies, and excess 
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beyond a certain limit is bound to be dissipated in wasteful pro- 
motions and extravagant concessions. It must also be remembered 
ihat to the extent that the sphere of state action is widened, the 
taxable surplus of the population decreases, so that it is clear 
that revenue from public enterprises can be obtained to a large 
extent only by sacrificing the yield of taxes, notably those on 
incomes and corporations. It is therefore possible that the total 
national income, instead of increasing, may diminish. This has 
been the case in Russia. It is not clear that our own public 
enterjunses, notably in forests and public buildings, have been 
efficiently managed and it is doubiful whether in private hands 
they would not have yielded a larger revenue. The case of India 
however is peculiar. Many undertakings are operated by foreign- 
ers and large profits leave the country for good for which no direct 
equivalent is obtained. It is next to impossible for private enter- 
prise to compete against these foreign monopolies. In such cases 
public enterprise as having the best chance of success should 
obviously be preferred. In India, banking, insurance and shipping 
are suitable spheres in which public enterprise may operate with 
advantage because the business in these fields is of a routine 
character and lends itself to management by the state. It will 
however be doubtful whether, with the possible exception of 
insurance which has been tried with success in Italy, a large 
revenue will be obtained in this way in the immediate future. 
The experiente of the F.S.A. in the matter of shipping has not 
been encouraging. There is hov’evcr no doubt that the tobacco 
monopoly will yield a large revenue which has been estimated to 
be about 10 crores. This, along with any possible increase of 
revenue by the operation of public enterprises which in the nature 
of things must be small in the beginning, does not carry us very 
far ill meeting the demand for development expenditure. 

The third possible source is further taxation. That at once 
brings us to a consideration of the question of the taxable capacity 
of India. Sir Josiah Stamp in his work on Wealth and Taxable 
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Capacity has pointed out that the limit of taxable ciipacity is 
not an absolute jor fixed figure but depends on what the taxation 
is used for, on the spirit and national psychology of the people 
taxed, which may be influenced by patriotism or sentiment, on 
the way the taxation is raised, both as to the method adopted and 
the rate at which the increase is laid on and on the distribution of 
wealth. Its rate of increase is greater than the rate of increase of 
wealth, and it shrinks more rapidly than wealth diminishes. The 
vast majority of the people of India live on the marg^in of subsist- 
ence, far l)elow the level of efficiency. Most of them are deeply in 
debt, so that jt may justly bo said ihat their iaxable capacity is a 
minus quantity. Again as the iaxable capacity diminishes more 
rapidly than wealth diminishes and as there are very few 
wealthy men in India (only 5 lakhs have an average annual 
income of Ks. 5,000 or more), the surplus available for 
faxation in the form of money is not very great. For 
this reason, instead of increasing taxation, reformers have 
I)roposed that ceriain taxes, whic'h press heavily on the massM 
to the point of affecting their efficiency, should be rc'duced, 
if not abolished alfogether. The salt tax and the land 
revenue are instances in point and have been the subject of agi- 
tation extending cjver a number of years. On the other hand 
excise reveuuic has been })ro])osed to be abolished in the interests 
of social ])olic*y. Customs duties ])ress heavily on the c^onsumers, 
liandicaj) trade and industry and their recemt increase to 47 crores 
is already resented by a large body of free-traders. The sur- 
charges levied hy the Indian States do not make things easier for 
those who live within their borders. Judicial stamp duties have 
already made justice dear in some provinces and taxes on tran- 
sactions impede the circulation of wealth. Under the circum- 
stances, the task of the reformer out to find fresh resources is not 
easy. It is not surprising that while the Taxation Committee 
suggested reductions in certain taxes and transfer of others to local 
bodies, it could not suggest fresh sources beyond steepening the 
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gradefc} of income'tax, the general extension of probate duties, the 
taxation of tobacco, agricultural incomes, patent medicines, aerated 
waters and stock exchange transactio-ns, the levying of export 
duties on lac, oil-seeds, bone and other manures and raising 
the excise on foreign liquors and on country spirits in ceriain 
provinces. We have already considered the desirability of levying 
the tobacco taxes under the heading of public monopolies. The 
increased yield from taxes on agiicultural and non-agri cultural 
incomes and from .succession duties will no doubt be a 
valuable addition, but making allowances for the reductions pro- 
j«oscd by the Taxation Committee, the net addition to the national 
revenue is so small as a result of these proposed changes, that 
tven the (^ommittce was ashamed to express in figures 
the financial effects of their proi)osals, though they were 
required to do so by their terms of reference. It is doubt- 
ful if more than ten crores can be obtained under all these heads. 

This does not carry us very far to our ideal of finding an 
additional revenue of Ks. 100 (Tores for our development). It 
would api'car that the resources from direct taxes which are so 
j'opnlar with ccemomists in India are strictly limited and cannot 
be indefinitely increased. In the nature of things they cannot 
but be so ; for direct taxation implies the existence of a measurable 
surj)lus over and above the bare cost of subsistence a ^share of 
which is available for the purposes of the state. W^here such 
a surplus does not exist or where it is too small to be directly 
measured, the state can only take its share either by indirect taxa- 
tion or by trenching directly on a civilized standard of (omfort. 
The salt tax and octroi, customs and excise duties, however in- 
equitable in incidence and unsound in theory they ]nay be, are 
attempts to collect through the medium of price the small drops 
of taxable surplus which cannot otherwise be collected into the 
reservoirs of the state. T have no doubt that in some eases they 
have the etfect of imperceptibly lowering the standard of comfort 
but as long as our need of money for our development under 
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present circumstances continues, 1 fail to see how we can dispense 
with or even reduce them. The importance of indirect taxation 
in our tax system is increasing, instead of diminishing, as is evi- 
dent from the fact that the percentage of land revenue to total 
tax revenue dropped from ^3.15 to 20.75, from 1884 to 1924, 
while that of customs increased from 2.98 to 24.30 in the same 
period. The jierccntaj’c of local taxation whicdi contains such 
important taxes as octroi, tolls, etc., increased from 8.01 to 21.70. 
Our anxiety however is whether these striking increases would 
meet our growing wants. The chances are that they will not and 
it is therefore im})erative to find fresh sources or try new methods 
lo tide over the transition period when our development expendi- 
ture will not yield an immediate return in the shape of improved 
taxable capacity. 

In our discussion so far, we have assumed that a tax is a 
contribution paid in the form of money and that taxable capacity 
is measured in terms of money. Whatever be the differences in 
the estimates of our national income, there is a general agree- 
ment that in this form our taxable capacity is extremely low. 
But, as Professor Pegou says, public finance does not really deal 
with money but with the goods and services which money re- 
presents. If, instead of money, seiwices are exacted, they may 
serve the, purpose of the state equally well. Taxes have not al- 
ways been collected in money. Throughout long periods of history, 
they have been paid in kind, in many cases, in the shape of 
services. Before the money economy was established, rents and 
taxes were paid partly in kind and partly in labour. The feudal 
tenure of land was essentially a service tenure. Tlie higher classes 
rendered service in arms while the lower classes lendered it in, the 
field. The ancient histories of Orissa and Southern India are 
full of references to this system of paying the state in services 
instead of in money. The construction of the gre^t temples, 
irrigation works and the great public works of antiquity, was 
carried out in this way by a general levy of labour. No difficulty 
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seems to have been felt in imposing this levy because the object 
of expenditure was regarded as laudable or beneficial to the people 
concerned and because it was a recognised method of national 
taxation. Taxable capacity depends on the object of expendi- 
ture and the psychology of the people. Abuses of the system 
survive in some of the Indian States in the form of ^ begar ^ and 
‘ bethi ’ and it is unpopular because no subsistence allowance is 
paid for work done, the underlings exercise great oppression, and 
above all the system is directed to ends with which ilie people 
have no symi)athy. The system is however capable of yielding 
excellent results under suitable safeguards such as those provid- 
ed by modern democracies in the shape of popular vote, po])ular 
ends and popidar control through the press and platform.. With 
these provisions, the system works in the rich and civili^sed 
countries of the present day, in the shape of compulsory military 
service. In the last war it was very greatly developed in all 
belligerent countries. Compulsory military service vras as a result 
of (‘hanged circumstances expanded into compulsory national 
service, with the result, that every citizen in France, England, 
Germany and Italy contributed his quota to the prosecution of 
war. As a result of those experiences, a new science called 
war economics has grown up and forms a subject of study 
in the Cambridge University. On the whole compulsory 
service was cheerfully rendered as the object — the defem^e of 
the fatherland — commended itself to the citizens of Europe. The 
question may therefore be justly asked if compulsory service at 
much less than normal competitive rates, with the risk of life, 
can be exacted for the jmrpose of destroying life and property 
without serious difficulty, why it cannot be exacted for the pur- 
pose of’ development having for its object the saving of human 
life and misery. Sometimes this is the only measure left to a 
defeated and impoverished nation. Hard work alone can repair 
the ravages of war, disease and ignorance; and the state should 
lay down policies and create the necessary machinery and 
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cunditions so tliat this work may be forthcoming^. The vicious 
circle of low taxable capacity leading; to insufficient expenditui’e 
on development and consequently a scanty national income and 
hence less taxation^ must be broken somewhere oy a supreme 
effort, if ordinary means do not suffice. The example of post-war 
iiermany is an inspiration in this matter. Bulgaria having lost 
two wars, has perforce continued the system] of compulsory nation- 
al service for railway constmction even after the war, with 
results which are reported to be satisfactory. If money payments 
are not forthcoming for some leason or other, there is no reason 
why the surplus energies of the population should not be mobilis- 
ed for the ^[levelopment of the state. This method of taxing in 
kind has the distinct advantage of increasing capacity while tax- 
ing it. 

If our orthodox notion of a tax is revised in this sense and 
the connotation of taxable capacity is similarly extended, the ques- 
tion of development finance in India acquires a new complexion. 
It is not denied that our undeveloped wealth of human material 
is truly enormous. If this could be developed by a proper system 
of education, public works, etc., our national productivity would 
increase so much as to place us in the front rank of nations. Our 
resources for development in money are undoubtedly low, but 
in men they are by no means negligible. If our scanty moneys 
revenue could be supplemented by a voluntary or compulsory 
service of citizens for nation-building activities, the problem of 
national finance woidd be solved. The contribution of service 
worth only one rupee per year per head of population, would save 
us 32 crores of rupees. But this could be greatly increased. 
Every economist has dwelt on the problem of unemployment and 
under-employment in India, on the general inactivity of the mon- 
soon months, on the lack of subsidiary occupations and the idle- 
ness of the masses. Every one in India is familiar with the diffi- 
culty with which funds are collected for public purposes and the 
ease with which volunteers can be enlisted for the same. This 
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irieaiis that with the average man money is scarce but time is no 
consideration. If convenience is an important consideration and 
taxable capacity partly depends on the way taxation is raised, 
as Stamp says, it would be obviously desirable and easy to supple- 
ment the money taxes in India by taxes on time and energy. 

National service can of course be demanded subject to some 
limitations. Jt is not suggested here that the population should 
Ik^ diverted from its ordinary occupations. There will be no gain 
in that. What is suggested is that in addition to his ordinary 
employment, the citizen may bi^ called upon to render some service 
to the state at a time when he can best render it, so that national 
j)roductivity may be absolutely increased. Vacations for students 
und the slack season for agriculturists are obviously suitable times 
for rendering such service. As in the army in Kurope, every 
one may be assigned a task suited to his character and capacity 
which will ])robHbly correspond to his ordinary avoc^ation; but 
as in the army, where this is not possible, some may be assigned 
different jobs. The objection on the score of absence of division 
of labour does not apply. As every economist knows, the division 
is limited by ihe size of the market, i.e., by the amount of em- 
jjloyment available. The cost of material, and, where the worker 
is taken away from his ordinary vocation, the cost of his subsist- 
ence will have to be borne by the state. National services will 
have to be compulsoi^y for all as it wall be impassible to work 
on a voluniary basis. Exemjdions in certain cases may have to 
1 h‘ commuted for by money payments. Where expert agency 
wdll be more profitable, such service will not be necessary. It will 
b(' confined more or less to activities w^hich commend themselves to 
and benefit the workers or in which the operations are of a routine 
and nonspecialised character or satisfy a universal need, such 
as road-making, railway construction, canal, tank and well im- 
gation, electrification, village housing, construction of school- 
buildings, adult and infant primary education, spinning, weaving, 
etc. The element of expert agency in these operation# will of 
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course be supplied by a corps of ])ermanent officers. National 
service would have its best s(*ope in lo<*al areas for lo(‘al objects 
w^hich (insure popular interest and approval and therefore local 
bodies should be armed with jiovvers, subject of course to (‘entral 
supervision, to demand service for village reconstruction. 

I understand the Mysore Durbar has armed local bodies with 
authority to demand labour services for the purpose of rural 
reconstruction. If this is correct, I shall be glad if Mysore eco- 
nomists will give 118 the benefit of their experience of the work- 
ing of this system. Mysore is peculiarly fitted to carry out ex*- 
periments on such lines. It is a small and compact state where 
difficulties of organisation are not insuperable and is governed 
by a ruler who knows no distinetion lietween his interests and 
the interests of his subjects. . It has advanced ideals in the field 
of social and economic reconstruction which are being carried out 
into praetice by one of tne finest civil services in India. Most 
of its expenditure is devoted to objects of public utility. It can 
therefore enforce a national minimum state service without being 
misunderstood. Its revenue in 1922-23 was 3 crores 10 lakhs. 
I presume it is not sufficient for carryiug out all the schemes 
of develof'ment which the Durbar has ready and T also presume 
that all the resources of ndrenchment, state industries and 
money taxation have been tried. It will be interesting to find 
whether cnntrihiitions in service will not fill the gap between in- 
come and the proposed expenditure. Granting that a programme 
of development is ready, that a National Service Act is passed, 
it w^ould be necessary to train a corps of officers, which I presume 
would be supplied by the Fniversity. The officers will be assign- 
ed to appropriate sections and they in their turn will train, during 
their vacations, junior officers and men placed in their respective 
sections, under the guidance and control of the district authorities. 
Presumahlv the vacation will coincide with the slack agricultural 
season. The men will be enrolled with due regard to local needs 
and essential occupations under the respective departments which 
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require their work, wliich will mostly be the P.W., the Industries 
and Education Departments. As far as possible they should work 
near the villag'e where they live. In addition to this specialised 
work, cotton for si)inning and standard quality yarn for weaving 
may bo distributed through the post office or some other agency for 
the infirm and the able-bodied respectively and the cloth so manu- 
factured may be given to the village employees and the enrolled 
workers of the state as a part of their emoluments. There will 
be thus secured by these means, a net addition to the national 
product which cannot be despised unless the extent of our under- 
employment and poverty has been grossly exaggerated. 

We haye surveyed in turn the possible sources of income for 
the purpose of development — ^retrenchment, jmblic enterprises, 
money taxation and national service. Retrenchment will 
not give us large returns in the near future and even such 
returns as may be available will be absorbed by increases 
under other heads. Opeiation of public enterprises is a doubt- 
ful proposition and will give us at the best a small sum, most of 
which will be really concealed taxation. Increase in money taxa- 
tion is possible, but besides being inadequate for our purposes, 
will impose a grievous burden on fhe community and may under 
certain circumstances, trench on a rational standard of comfort. 
IS'ational service has great ])()ssibilifies of meeting our require- 
ments, but labours under limitation imposed by its own nature. 
No particular method can be adopted fo the exclusion of the 
others and a just and far-sighted jiolicy will combine them in 
suitable proportions. But the i:)rinci])le of national service as a 
method of meeting the difficulties of our industrial transition has 
been neglected so far and deserves a wider application, specially 
in a sphere in which it is peculiarly appropriate — ^namely, the 
sphere of local government. 
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ADDRESS OE WELCOME 


BY 

Dr. Ganganatha Jha, 

V loc^Chancellory Allaliohad r ni rersify. 

Gentj.emkn of the Econjomk' Conkerenc^e, 

It is my I leasaiit duty, on behalf of the University of Alla- 
habad, to offer you a (jordial welcome. North India has been hav- 
ing a spell of severe cold weather: to some of you dwelling in 
mild^ regions the inconvenience and discomfort must be great 
indeed. But our welcome is sincere and the warmth of it may 
perhaps enable you to bear the rigours of our climate. 

This is your Thirteenth Conference, and the Second Allahabad 
Minting. Your Association lias during this short period achieved 
considerable success. I say that on the basis of the very high 
terms in which the papers contributed to your Conferences and 
the articles published in your Journal have l>een spoken of by 
those competent to judge. I jaccept their judgment on trust; 
for 1 belong to a generation that had no opportunity of studying 
(Jarlyle’s ‘ dismal science ’ either by its earlier appellation of 
Political lu'onomy or itvS more general and modern title ‘ Econo- 
mics.^ Marshall, Keynes, Taussig, and Pigou are mere names 
to me : indeed in my college days they were not even names ! My 
own studies have taken me to other and, perhaps in your estima- 
tion, unproductive paths. But I have been deeply impressed by 
the energy, enthusiasm, and industry which those who are res- 
ponsible for the Association have brought to bear upon their 
work. You have stimulated and provoked thought and discussion ; 
you have supplied answers — from their very nature tentative— to 
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III ute problems of the day. And you have maintained all through 
that attitude of scientific enquiry, that freedom from party ei)-* 
tanglements, that earnestness in the search after truth which 
must siuely lead to success. 

1 shall not — particularly after the frank admission of my ig- 
norance — venture even to enumerate the many important matters 
to which you (!an devote your attention. Many of these will 
trench naturally on political issues : this is unavoidable. But here, 
too, you will, I am confident, ])reserve the academic detachment 
which will, I hope, be induced by the walls within which you are 
assembled. Here all labels are removed, all petty loyalties for- 
gotten, all jealousies effaced : there is only one label, that of 
scholar ; only one loyally, that to truth ; only one jealousy, to vie 
with one another in endeavour to serve the cause of learning. 

You have chosen as your l^resident a gentleman whose edu- 
cational experience and academic distinction eminently fit him 
for the i)08ition. Mr. Subba Rao’s work in regard to higher edu- 
cation in Mysore is well-known. In welcoming you, distinguish- 
ed Economists of the country, I am discharging a duty which is 
also a pleasure. I hope your stay here will be comfortable, and 
when you finish your deliberations and leave us you will carry 
away with you j)leasant recollections of our humble but earnest 
efforts to make you feel at home. 
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Kunwak Mahahaj Stnoh, 

(U) tth m iHiii o ner, A I la h n had . 

Ladies at d (JKNTLEME^^ 

It is uiy })leasant duiy to open this CongTess and to a<ldre8» 
a tew words of welcome to Ike delegates of the Thirteeiitb Session 
of the Annual C^mference of the Indian E(‘ononii(‘ Association. 1 
understand that this is the second occasion on which the (^inference 
has been held in Allahabad. This ancient city, famous both in 
Hindu and Muslim days as also in recent times, extends to you 
a cordial welcome. The ])resent is an auspicious occasion, as the^ 
time for tlie Kumbh Mela draws near and pilp^rims in their thou- 
sands will hock to this city from all parts of India. Your pro-* 
<?ramme is a full one, but 1 hope that some of you at least will 
find time to visit the San^am and see for yourselves the arran^e-^ 
jnents tjiat have been made for the accommodation of this very 
lar^e number of piloTims. Allahabad is also a c entre of educational 
and political aciivities and there are here many building's and 
institutions old and new which are Avell worth a visit. It is a 
pleasure to sc*e distino'iiished oentlemcm from all ])arts of India 
present at tin's (\)nferen<*e 1o discuss (he many c'omplex problems 
which affect fhe c‘conomic life of the country. "W^e who are en- 
p:apfed in the work of administration value thc'^ help which trained 
experts can ;>ive us. You possess the recjuisite fechnical know- 
ledge and have the necessary leisure to devote to the study of 
economics. 'W^e chiim you as our colleaj^:ues. We are working 
iowardvS the vsame end which is the prosperity of the people ahc? 

Ool 
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have much to learn from each other. Knowledge divorced from 
practice is barren. Equally the economic policy of government 
unless founded on a scientific basis loses much of its value. One 
of the main problems that faces both the administrator and the 
economist is the poverty of the masses. How is it to be dealt 
withr^ The problem must be urgently tackled. Already we see 
signs of friction between landlord and tenant or, to use a more 
comprehensive term, between capital and labour. In India, 
where the well-to-do classes are relatively small in numl>er, it is 
inevitable that with the growth of education and the power of 
the vote labour will increasingly demand its rights. I^et us see 
to it that the process is attained by peaceful evolution and not 
by the thorny path of revolution. It seems to me that there is 
no one solution. I have seen it sometimes suggested that emi- 
gration would solve the problem of congestion and the poverty 
that comes from congestion. But with its many advantages 
(‘migration cannot, in my opinion, touch more than an infinitesimal 
portion of our population. What is wanted is greater industrial 
effort, improved methods in agriculture, which is still our prin- 
cipal industry, and the ])rovision of cheap capital. Our industries 
are in their infancy. In these provinces with a population of near- 
ly 50 millions there is only one Cawnpore. Modern agricultural 
improvements are used by only a small perc*eiitage of qur agri- 
cultural populaiion. The cultivator in general is in a chronic 
state of indebtedness and in spite of the progress of the co-opera- 
tive movement large masses who resort io the money-lender have 
to pay exorbitant rates of interest. I am glad to see that market- 
ing is one of the principal items of your agenda. If only there 
was some method, whether by co-operation or the formation of 
sales societies, lyy which the middleman could be eliminated, or at 
least a larger share of the profits go to the producer what enormous 
advantage would accrue to the agricultural classes. Another 
obvious desideratum is the more rapid spread of primary educa- 
tion. We all know how difficult is the work of propaganda among 
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an illiterate people who because of their ignorance not unnaturally 
view new methods with suspicion. Your views on the problems 
of public finance- another subject on your agenda — ,will, I am 
sure, be of interest and value in view of the political changes now 
impending, which will without doubt lead to an increase in the 
powers of provincial governments. In these circumstances it is 
desirable and indeed inevitable that the question of the financial 
relations between the central and provincial governments should 
be discussed. To me it is particularly gratifying that the import- 
ant subject of local finance has not been neglected. As Com- 
missioner of a Division I am daily concerned with it. On the one 
side there is the growing demand for expenditure by local bodies 
on education, public health, and other necessary services. At 
the same time there is the inevitable reluctance of local bodies to 
impose taxation. Government grants alone cannot solve the diSi- 
ciilty. There is, I admit, undoubtedly room for improved assess- 
ment and better collection, for closer control over expenditure 
and for the prevention of waste. Nevertheless increased taxation 
by local bodies, unpopular though it be, seems inevitable. If so, 
what should be the sources and methods of taxation? On these 
and similar questions we shall be grateful for your views, for the 
opinions of distinguished economists, particularly when there is 
a substantial unanimity of opinion, must sooner or later influence 
imblic opinion. Gentlemen, you are fortunate in having as your 
President Mr. Subba Rao, an economist of acknowledged reputa- 
tion, to guide you in the discussion of your subjects. By his 
distinguished services on the Second Tariff Board better known 
as the Cotton Industry Enquiry Board and as a capable and trusted 
officer of the Mysore Government, he can claim to assist you not 
merely as in academician, but also as a man of affairs. Once 
again I extend to you a cordial welcome on behalf of the citizens 
of Allahabad and I have much pleasure in declaring open the 
Thirteenth Annual Conference of the Indian Economic Associa- 
tion, 
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IJa r-(t f- / jft w , iigo h^re, 

ECONOMIC CHANCE AND EDFIATTONAL ADJUSTMENT 

1 pro])(>He (o take as ilie subject of uiy address the relation 
between the Economic conditions in a modern community and its 
Educational ortyanization with special reference to India. When 
I was honoured with election to the Presidential Chair last January, 
1 had hoped immediately to commen(*e working at my address 
and present something on economic theory worthy of considera- 
tion by my colleagues. Unfortunately, not only did my new^ woi*k 
of educational administration make it im])os^ible for me to attemd 
to this task till very recently, but when 1 started work I also 
found to my dismay that the difficulty one experienced as a 
teacher of Ec^onomics in keeping abreast of modern developments 
in theory and prac*ti(‘e was surpassed by the ease wdth which one 
could lose touch with the subject. I thought, however, that I 
('ould cover my discomfiture by selecting a subject which, in addi- 
tion to its to))ical interest at the present time, might enable me 
to ptlay the role of the student of economics among educational 
administrators and of the educational administrator among 
students of economics. AwS I proceeded with my ta»sk, the un- 
comfortable consciousness dawned on me that I had ceased t:i be 
a student of economics without having acquired title deeds to edu- 
cational administratorshij), and I have a forehoding that this 
feeling of mine will be shared by my audience ere long, 
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I have oue consolatioa ami that Ih, the subject is of live inter- 
eat at the present time all over the world and not least so in India ; 
and I have oue title to stand before this audience of economists. 
It is said that Lord Morley — lohn Morley as he was tlien — once had 
to address an audience in Manchester during- the troublous times 
of the Boer War, when feeling* in England ran hijyh aj^ainst speak- 
ers in sympathy with the Boer cause. He was able, however, 
unexpectedly to disarm a hostile audiencte and obtain ai patient and 
even * 4 *ood-hiinioured hearing' by uttering the talisnmnic sentence 
“ I am a Lancashire man.” I am confident of indulgent treat- 
ment at the hands of this critlr'al aiidieiu^e, sinc'e I can claim that 
1 have sat at the feet of Alfred Marshall for two precitms years. 
Nor is this all. It is well-kiunvii that in this holy city of Brayag 
additional merit of no mean degree accrues to one who bathes at 
the Triveni, wliere the (bulges and ita two tributaries meet. I 
(‘laim that I liave received my e(*()nomic baptism at the (.'Umbridge 
Triveni. It was my good fortune to be a ])U})il not only of Alfred 
Marsliall but also of Pigou and J. M. Keynes. 

This is nol the phu'e nor the occasion, to dwell on the 
])ersonal cluirni and the great kindness of these teachers, or to 
expatiate on the contributions to economic theory and })ractice 
made by the (’umbridge School of Kconomies. Busy as he was 
with his great work, Marshall was not too busy to attend to the 
smallest re(iuest of the least of his jiupils, and ho could be trusted 
to remember a casual reijuest for a book made in the class-room 
and walk with it from Madiiigley Road to the lecture rooms the 
following week. He would not only listen to the dietetic 
idiosyncrasies of his pupils and assure them of their requirements 
being met at his lunch table, but was also (*apable of interrupting 
a close argument with his neighbour to point out to the food crank 
at the other end of the table that the disb ofiered to him, which he 
was about to refuse, was innocuous and could be safely partaken 
of. The great treatises of Marshall and Pigou are well-known in 
the ac^ademical w’orld, and the contributions to monetary theory of 
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J. M. Keynes not less so, though they are not yet available in the 
form of a treatise. liord Morley has said that some books in politi- 
cal literature rank in history as acts, not books. To this category 
belongs Keynes^ famous Economic Consequences of the Peace 
which shook the Cabinets of Eiurope out of a complacent accept- 
ance of the Treaty of Versailles into a recognition of the stem 
realities that lay beneath and the disaster that would follow 
rigid enforcement of its })rovision8. Not only has Keynes made 
history and become a world figure, but he has also definitely 
obtained for the academical economist a prominent place in the 
world of affairs. If his claim that the ‘‘ Economist ought to be 
King’’^ has not been accepted, economists are at any rate now 
reckoned among the architects of the new world and not merely 
considered to be observers, compilers and interpreters of facts. 

From these thoughts , about the (hunbridge School of Eco- 
nomics, and the services that the economist is now emailed upon to 
render in the work of reconstruction, the mind naturally turns to 
the questions, Is there an Indian School of Economics P What 
are its contributions to the development of economic theory? What 
part has it played in the ec'onomic reconstruction of the country? 
The Government of India may be said to have given its authority 
to an affirmative answer to the first question, since it has put 
Indian Economists on the Banking Enquiry it has instituted, 
and we note that the term is not meant to be racial in connotation, 
since at least one Englishman who professes economics in an Indian 
TTniversity, has also been styled Indian Economist.’’ It is doubtful 
however, apart from this official seal set on the existence of a School 
of Indian Economics, if there are adequate grounds for answering 

1 “No I The Economist is not King: quite true. But he ought to be 1 Ho 
is a better and wiser governor than the general or the diplomatist or the oratorical 
lawyer. In the modern over -populated world, which can only live at all by nice 
adjustments, he is not only useful but neceBsory. Where the rulers of the State 
dethrone the economic power in favour of the false idols of diplomacy or any 
other of M. Hanotaux’s mystic ami incalculable forces, squalor follows.” — J. M. 
Keynes ; Manchester Gmrdum, “ Reconstruction in Europe,” May 18, 1922, 
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ihe question in the uffirmative. It is not easy to say if any definite 
contribution hfius been made by Indian students of economics to the 
development of economic thought, or if any j)articular economic 
doctrines can be associated with thein. There is possibly one 
exception and that is in the realm of monetary theory. Keynes 
has said that “ the path of true monetary j)olicy is a very narrow 
one. Men are horn of two kinds (excepting in South America, 
where all «u'e of the second) — mercantilists and inflationists — 
tl)ose that believe that a suflficiency of solid gold is a cure for all 
financial ills, and those who believe that a sutKciency of cheap 
credit and paper money will promote unlimited ])rosperity for us. 
Each school in turn influences the conduct of affairs^ The truth 
lies with neither. ’’2 Xf Indian economists can be associated with 
any definite l)ody of doctrine, it is in the realm of currency when' 
they have tended towards Mercantilism, no doubt redacting to the 
vagaries of (Jovernraent jmlicy. 

My predeeesvsor deplored last year the poverty of contiibuiion 
made by Indian student of economics to the development of economic 
thought, although for a number of years economics had been a 
subject of study in our Universities. It is unfortunate that it 
should be so, but the reasons are not far to seek. It is only in 
recent years that economics in our Universities has ceased to be a 
subsidiary subject of study, the neglected sister of Clio. It is in 
the last fifteen years or so that economics has come to obtain an 
independent position among University studies, and I believe I 
am right in saying that the first Indian University Department of 
Economics was «stablished at Allahabad with l^rofessor H. S. 
Jevons at its head, in the year 1913. It is, therefore, only very 
recently that Universities in India have been able to arrange for 
teaching of economics by specialists in the subject, and it is not 
every University that can even now boast of adequate facilities for 
advanced study and research.^ I am not sure if many Universities 


2 “ The Prospects of Money, Nov. 1914,” Economic Journal, Dec. 1914. 
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(iiui lx)ast of oomplete sets of leading journals like The Economic 
Journal, The Qnartc/rly Jouriml of Economies^ The Economic lie- 
view, Jievve 1 y Economic PoHtiqve and the several Jahrbucher of 
(jerniany, nor does one often come across complete or even fairly 
full sets of blue books on economic subjects, fjastly, there has 
not been that close touch, and fre<iuent exchange of views, l>e- 
Iween the staff of the Economics IJepartment of one University 
and of another, and although our Association offers a ( onvenient 
forum for discussion, it cannot be said that it has been taken 
much advantage of. 1 should like to suggest that the pages of 
our Journal should be used for short articles advancing fresfi 
points of view that invite controversy and require discussion. The 
Journal, I venture to say, is no place for long monographs or 
tiacts, which should be juiblished separately under the auspices 
of the Universities. It is also desirable thai a considerable se(*- 
iion of the Journal should be devoted to an analytical summary 
of new doctrines and modifications of the old lhat are jnit forward 
from time io iime in the leading economic journals of the West. 
Jiiastly, I would like to remind my fellow-members that the day 
is past for bulky treatises and attem])ts to establish Neo-dopernican 
systems in economics. 

There has been a gratifying recognition that the })resenc*e 
of an academical student of economics is helpful in economic en- 
quiries and investigations set on foot in the (*ountry in recent 
years. Professors of economics have been appointed to the several 
Committees and (Commissions instituted in recent y<urs, an eco- 
nomist is one of the members of the Indian Tariff P-oard, and this 
year economists have been appointed to the Central Banking En- 
quiry Committee as w(dl as to each of the local committees. One 
'extraordinary, and to my mind inexplicable exception should, how- 
ever, l>e noticed, and that is the Royal (Commission on Factory 
T]<abour. One would have thought that here exactly was the one 
enquiry" in which the services of an academical student of economics, 
fitted by temperament and training to see ‘Hhe Many in the One, the 
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One in tlie Many/’ would have l)een of service io the Conmiission, 
which contains nn^n of affairs of ^reat experience, prominent 
leaders of industry as well as representatives of labou]*. More 
than thirty years ago when a similar (Umimission was appointed 
in Great Britain, tlie famous Royr*l (commission on liiibour, Alfred 
Marshall was one of the members, and his influence is writ large 
across the pages of the report. 

It is not necessary, however, unduly to deplore the omission, 
and 1o exaggerate the value and signiticance of these fitful en- 
quiiies inio different aspects of the economic life of the nation, nor 
can one be always sure that they have not been sometimes institut- 
ed rather on account of ])olitical expediency than out of solicitude 
tor (he economic w(dfare of the country, when one remembers 
that even Morley was not above throwing dust into the eyes of 
his criti(‘s by instituting enquiries.^ 

These rommittees and Commissions have their day and cease 
to be, leaving not a wrack behind, except, of (ourse, bulky re- 
ports and innumerable volumes of evidence that nobody ever 
o])ens. The time has come for systematic and continuous wmrk, 
and India may well imitate the example of the Fnited States of 
America, which has instituted j^ermanent bodies like the Tariff 
Commission and the Federal Trade Commission and other bodies, 
w^hich make investigations suo Tnotu as the result of a compre- 
hensive ])lan of campaign. The result is, we have reports which 
are solid and permanent contributions both to economic literature 


3 “ T threw out the idea of asking you to employ a first-class inspector from 
this country to enquire into the Bombay factory system and to report to you .... 
We here even are not up to the standard of some parts of Europe; still less is 
India up to that standard. T hope that you will see no strong objection to this 
notion of a visit from one of our Home Office Inspectors. I am naturally not 
anxious to irritate the Bombay employers but yon can hardly realise the strength — 
I might even say the violence—of the currents now racing in the House of Com- 
mons on all Labour ouestions.’* — Morley to Minto, March 16, 1906. Recollec- 
tions, Vol. II, pages 166-167, 
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us well us iowurds the loriualion of a definite, consistent and 
sustained economic policy. 

Jn India, fortunately for us, the niateriuls for a similar 
All-India (houiiization are ready at hand in Ih© Tariff Board and 
lilt' Be]aatn)(mt of Statistics and ( 'OJiimcTcial Intellig‘en(;o. The 
Tariff Board lias been funciioning' long enough to furnish am])le 
materials lor a doctoral thesis, or a. course of special university 
lectures on, say, “ the Bart ])layed by the Becomniendations of 
the Indian Tariff Bioard in the J^'onomic i)eveloj)ment of India.” 
It lias exploied practically all possible avenues, large and small, 
lor granting disruimiriating ];r()iection, and is now engaged on 
Salt. Humour says it Avill next jiroceed to Sugar. When this 
has be(*n done, I suggest that the Tariff Board may be set the 
task of revi(‘wing its own work in relation to Indian economic 
d(Telo]>ment, without limiting itself merely to the field of tariff* 
changes. The result would be far more valuable than hurried 
investigations in fields of litfle economic, importance for the 
('OUJitry as a uhole at the request of jnudies Avho, after the manner 
of the King in ” Alice in Wonderland,” want a ])eremptory judg- 
juent in tlieir favour rather than a deliberate judicial investiga- 
tion. Tht‘ Hoard may be suitably enhirged, and allowed to 
a])point sub-committees ami individual ex])ert investigators. It 
should have iiower to make enquiries and surveys on its own 
initiative, and submit T-ecommendations to the (lovernment from 
time to time. In brief, it should serve, in Sir William Beveridge/s 
phrase, as “ the Ecoiioinic Intelligence Staff' ” of the country, 
and may i viui in duo course pave the Avay for the establishment 
of a ” Department cliargwl to devise necessary social and indus- 
trial adjustmmits that, are intimded to juvwent the very occuirrence 
of a widespread or long-continued involuntary wagelessness.*'^^ 

Such a National Board will have a formidable task and 
will be called upon to raise large issues. Almost the first ques- 

4 B B. Webb : Engliah Local Goi'^ernmcrd , Vol. TT, page 715, 
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iioii tlie Jiourd will have to consider is the direciion in which 
Indian ecoiiojiiic dovcdopment may be expected to lie. It looks 
as though the latent Iloyal Commissions, one on Agii culture and 
the other on Factory Jiabour, are intended, ihe lormer to tlirect 
and the latter to warn! On the other hand, it was claimed by' 
the India (^^^ice in 11)21 that India was one of the eight hniding* 
industrial countries in the world, and therefore (Uititled to re- 
presentation on bodies connected wdth International Labour Oitice. 
AVe have been assured on high authority that “ it is no longtu* 
reasonable to assume, as a. matter of course, that an increase in 
a country’s manufactures must be welcomed more heartily than 
other developimuits of luu* economic activity, and 1‘urther in the 
case of India, that “ eveiy diversion of indigenous cai)ital from 
agriculture, where lier relative advantage is gr(‘at, to industries, 
w'here, to nuntion one only of the difficulties, the relative posi- 
tions of coal, iron and the sea, ])face her at a disadvantage, will 
be to the detriment of her ec-onomic prosperity. The mills of 
Bombay and Calcutta tiguro too large in the public* eye. They 
have, and will continue to have, an insignificant influence on the 
general level of eeonomic well-being throughout the wdiole extent 
of the (‘omili'y. The raising* of the level of c'omfort amongst the 
vast, mass of thc» population Jiiusl he brought about by the a])pliea- 
tion to •the land of the brains and ihe (*apiial of new India. 

It has to Im adniitfcMl that there w'as, before the AVar at any 
rate, a plausible supj)ori given to theses view's ])y the balance of 
advantage in intcu'natioiial trade lying on the side of countri(‘S 
like India which c'Xi)ortt*d foodstuff s and raw" materials, though 
of ccnirse that by' itself cannot be (‘oiisidered a, decisive argument 
in favour of pursuit of agriculture as the paraniomit occupation 
of any country. The (heat AVar seemed further to accentuate 
this advantage. ITnfoi’tunately, from 1921 onw'ards, events have 

5 Marshall : hfdnsiiij (nirl Tradr, 

6 I\cyj)C.s reviewinj^^ Sir Theodore Morisoii’s “ E<*onotaic Trannition in India,” 
Economic Journal, September 1011, j)age 428. 
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taken an altog'etlier different turn, and the paradoxical situation has 
developed that India and other agricultural countries are now at 
a disadvantage as against industrial countries. There has, no 
doubt, been more recently a closer approximation to the condi- 
tions before the War, as indicated l)y the ratio of import prices 
to export prices, but events have certainly brought out the in- 
expediency of a country's excessive dependence on agriculture. 

Nor is there any reason to believe ihat a large country like 
India cannot herself produce essential industrial products, for 
example, like cloth and sugar, provided necessary support is given 
for a time to enable her to face foreign coinj)etition. It is a com- 
monplace to say that the present world disparities in respect of 
industrial production are not all due to insurmountable disparities 
in respect of power, raw materials or lal)our. A great deal 
of the j)resent international division of labour is due to 
initial momentum, habit, inertia, and similar causes. The 
War has helped to break old habits and old (connections, 
and brought countries into touch with new sources of 
supply, as Japan has taught us to realize. The foreign 
trade of India bears resemblaiu'e even now to the tradi- 
tional exchange of goods between developed and undeveloped 
countries, when the former could foist on the latter cheap and 
flashy articles like glass beads and trinkets, and gel in return ivory, 
gold (hist and spices. The cheap and brittle toys imported into 
India in large (luantities from Ch'rmany and Czecho-Slovakia are 
a case in jjoint. There is no reason why a considerable part of 
the present international division of labour should not take place 
within the nation itself, when a cnuntiy is large and its resources 
are varied, as is c(n*tainly true of India. After all, we have gener- 
alized far 1(30 much on the basis of the developments of the 
second half of the nineteenth centursy^ and the probabilities are 

7“ Progress during the 19th century was an affair of acceleration. Tt depend- 
ed essentially on perpetual expansion; its organization presumed this; and it 
could not have taken the same form in a stable society^ Some of the expanding 
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that almost every country ri the world, as local development pro- 
ceeds, wdll be compelled to think more of the home market and 
to accept a larger amount of national division of labour and self- 
sufliciency than has been the case lieretofoje. 

It is necessary to sound a note of warning with regard 
to one obstacle to any scheme of developnient on all-India lines. 
Agriculture and Indus! ry are transfejied subjects, and the temp- 
tation for Ministers and local JiCgislatures Avill naturally be to re- 
gard any proposiai .^(‘heme ot dev clopiueiit from a provincial point 
of view, if not indeed a ])ai(>chial [loint of vi(‘W, and support local 
centres of ])i odiiction t^ven when economic lactors are not favour- 
able. J'\>r (\\am].'le, should events make it more abundantly clear 
that the leigu of llomhay as a eentre of cotton Industry is over,*^ 
it w^onld not la' in the interests of Indian develojnnent that the 
mills of Hombay sl)onld be bolstered by artificial aids against the 
natural developimuit of tin' industry elsewliere in India. Further, 
it is well-known that efficient production in certain lines in the 
face of k(H'n foreign competition can only 1)e carried on by very 
large units in localities wliere the natural and othc'r advantage® 
are pionoiinced. It Avonld, therefore, he an unpardonable waste 
of rescnirces to distribute iniits of j>‘rod action of moderate size all 
oven* the country. Cotton s])inning and cotton ginning are ob- 
vious evnnples of tliis u astcd'nl duidication of plant. All this 
('uiild be avoided if l)usinessmeii were enabled to visualize thc^ 
dcwcdo])ment of the country as a whole and could be placed in 
toueli with movcmic'iits and tenclencic*s in other parts of India. 
This will lie prc'-c ininently tlie task of the suggested All-India 
Orgaiii/ation, whose one aim should l)e to allow ])roduction to be 
localized in those |';arts of India which offer favourable milieu 

elements are m^t capable of fnrtlier expansion to the same extent as before. The 
exploitation of new natural resources, though not exhausted, has not the same 
possibilities as a hundred years ' ago.”- J. M. Keynes: Manchefster Guardian, 
“ TxVcoiistniction in Eiir(4)e,” August 17, 1022. 

8 Except in respect of higher c()unt8 and foreign markets. 
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and to discourage attempts elsewhere, w^hicli are doomed to iuilure 
and will result in loss and discouragement. 

Such a programme of development cannot come a day 
too soon in view of the unfortunate drift of things in the country. 
Taussig divides workers into “ the two great classes of the soft- 
handed and the hard-handed and suggests that “ the owners 
of ijroperty yielding an income should also he i laced “in a 
large sense, in the same class as the upper groups of the wage- 
earners and especially with the highest and most favoured group/ 
This cleavage between the two sections of society corresponds 
approximately to the favourite distinction the older (economists 
were 'wont to draw between productive and uuproducfl re labour, 
a distinction which has been blurred by the modem extension of 
the scope of economics as a scmnce which “ is not confined to 
satisfaction of material wants, but r(dates to the measiirenient 
of any and all wants and satisfaction in terms of money or other 
means of exchange/’^® In a suggestive cha])ter of his work, 
Poverty and WaMe^ Hartley Withers enumerates a long list of 
people whose services have to be i)aid for l)(dor(‘ the consumer 
can make any commodity his own. In addition to “ the ca])ita- 
list, the employer, or manager with his staff of clerks, the con- 
veyer, the merchant, the brokiu’, the advertiser, tlie rtdail dealer 
and the banker who ])rovides them all with currency and credit,” 
he points out that “ there is a hungry horde whom production has 
to feed and clothe and house and provide with comforts and luxu- 
ries, tlnnigh they have no direct connection with ])rimary produc- 
tion. Among the most important are the rulers, Govcunment 
officials, Civil servants, policemen, soldiers, sailors and others, 
who provide us with governance and security. Then there are tin' 
lawyers, doctors, clergymen of various kinds, teachers, writers, 
artists, artistes, stockbrokers and many other providers of oui 

9 Taussig : Principles of Economics, Chapter 47. 

10 Sargent : Economics of Fatigue and Unrest, page T28. 
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mental, moral and material comforts, including the undertakers 
who finally bury us.^^i It is true, he goes on to say, that “ their 
claim is just enough in most cases, for some of ihem render services 
without which the producers could not produce, and others supply 
the entertainment and instiuction and diversion and enlighten- 
niciil witliout which the producers would live like convi(‘ts on a 
ii‘eadmill/'i2 Nevertheless it has to he recognized that “ their ser- 
vices are sometimes exceeding cosily. ” It is no doubt true that 
“ the community cotild not do without the services of most of 
the lunigers-on of industry; hut they are so much water in its 
capital, and live ultimately, on the hrains and sweat of the 
workers. 

It is therefore of fundamental im})ortance to a community 
what ])roportion of its oc(‘U])ied ])o})ulatioii is in the ranks of this 
soft-handed group, and even more, what proportion of the national 
income goes to this group. In another context, Keynes has given 
a startling examjde of the costliness of the serviccvs of this group. 
“ The other point is a trifle and reflects perhaps on a curiosity of 
our ec'onomic organism railier than on the India Office. It was 
slightly shocking to discover that the (Government broker who is 
not (wen a whole-time ofticer, and lias a separate business of his 
own, is the highest paid official of the (lovernment with the sole 
exce])tion^ of the Viceroy. He has probably been paid too high 
even on current City standards. But it suggests once again the 
old question how long it will be founi necessary to pay City men 
so entirtdy out of jiroportion to what other servants of society 
(ommonly receive for performing social services not less useful or 
difficult.^’i^ 


M Poverty and Waste, pa^cs 1*27 '12B; 1 have omitted the workman from the 
list as he belongfl to the other group. 

12 Ibid pages 128-129. 

13 Ibid., page 183. 

14 Keynes : Indian Currency and Finance, page 192, 
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It is not iny piir])ose to enter into a discussion of the un- 
equal distribution of incomes in society, but it seems to me that 
it is necessary to draw attention to the tendenc^y for the present 
educational system almost everywhere to encourage the diversion 
of recruits to soft-banded occupations from tlie othei* group. It 
has been remarked that “ tlie desire of the working man to>day 
is to use the school to get his son into some black-coated job and 
to keep him away from skilled manual labour.’^^^ Mr. Philip 
vSnowden has also observed that ‘‘ the products of our secondary 
classes and universities are crowding the black-coated j)rofessions 
and occupations. Education is a failure unless it inculcates the 
idea that (ill useful work is honourable and that the working en- 
gineer or carpenter or weaver is a more useful niember of society 
than a commission agent. The urgency of the problem in 
England has led to the appointment of a series of committees to 
enquire into the public system of education in relation fo the re- 
quirements of trade and industry. 

The position becomes more serious when the educational sys- 
tem gives a bias not only away from manual work, skilled or 
unskilled, but also a further Idas towards ]:osts in Government 
offices, the main objective being work of a sedentary character 
with an assured regular income. It appears as if the malady ac- 
companies the imposition of the Western system of education on 
an Eastern people. It was remarked recently that in the Philip- 
pines year by year thousands emerge from the (dementary and 
secondary schools ; the majority of these are anxious to be employ- 
ed either as clerks or as teach. ers. In spite of their training in 
industrial work, they have no love for such work or for agricul- 
ture. It is the tendency of these to seek emplovment in the offices. 
If this tendency of the punils of puhlic schools is not curtailed, 
the time ^’’ill come mhen the greatest oyil of our present educa- 
tional system will he the production and creation of social para- 


15 ^ 16 Procrustes or The Future of English Educaticn, pages 36 and 37. 
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sites. So large a class of academically trained in a population of 
eleven millions, almost wholly agricultural in its basic industry 
and native wealth, cannot possibly find employment in the ordi- 
nary professions and government offices without at the same time 
reducing the great mass of the people to a condition of exploita- 
tion. If dissatisfaction of the exploited classes does not arise, 
the discontent of the large academically educated class for which 
there is no reasoiiahle support and no normal occupation, will 
undoubtedly result. ’’^7 

These words might have been written of India. The latest 
Quinquennial Review of flu*. Progress of Kdu(uifion, in India says 
that a feeling of late, lias gained ground that the educated 
people should not take u]> their hereditary occupations, but should 
try to olitain emjdoyment of a clerical nature under Government 
or some other 7)ublic body, failing which under some other private 
firm.’*^® Th(' rejiorts of the numerous (Vimmittees on Unemploy- 
ment in India, and it is highly significant that all these commit- 
tees are concerned v ith unemployment among the educated middle 
classes, corroborate this afiprehension. There is not adequate 
employment of a clerical character to meet the demand, and the 
applicants have not been trained for other occupations, and they 
have not, or believe they have not, the necessary aptitude for 
manual occupations. 

This exaggerated tendency to make a living by occupations 
of a soft-handed character is economic atavism, or it would prob- 
ably be more coiTect to say that it is the survival in a modem 
form of a well-known feature of the ancient world and of the 
middle ages. In the ancient world the citizen class cherished a 
contempt for industrial occupations; every form of production, 
with a partial exception in favour of agriculture, was branded as 


17 Monroe : Studies in Comparative Education, pages 45-46, quoting from 
a local report. 

18 Progress of Education in India, page 128. 
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uiiwortiiy oi a treemau — tlie only noble forms of activity being 
those directly connected with public life, whether military or 
administrative. Labour was degraded by the relegation of most 
departments oi it to the servile classes, above whom the free 
artisans were but little elevated in general esteem/ We know 
that in mediieval times in Europe, and what corresponds to that 
period elsewhere, the nobles lived the life of chivalry and the clergy 
of devotion, while the serfs toiled for them. The modern econo- 
mic organization tends to create a class of persons who are able 
to thrust themselves between the primary producer and the con- 
sumer, and make a living for themselves in diverse ways. 

The foregoing observations are certainly not intended to dis- 
parage the significance of Service occupations in a community, 
nor does the fallacy underlie them of identifying the wealth or 
income of a comnuiiiity with material products. It is not suggest- 
ed, for example, that India would be better ofl.' if the energies 
of its unemployed or emi)loyed matriculates and graduates were 
diverted to production of licpior, cocaine and other intoxicants 
and drugs. Nor is one oblivious of the fact that there are great 
wastes in consumption of material goods. Alfred Marshall has 
drawn attention to the need for the higher study of consump- 
tion,” though he has added that while it may have its begin- 
ning within the ])roper domain of Economics, it cannot find its con- 
clusion there, but must extend far beyond. ”20 ^ student of 

Marshall (*annot tail to recollect passages in which he has pointed 
out that, there are great wastes in consumption, both of the rich 
and of the poor, and that the vrorld would go much better if 
everyone would buy fewer «and simpler goods and would take 
trouble in selecting them for their real beauty. It will be re- 
membered that Professor Smart similarly pleaded for a more 

19 Ingram ; HiHory of Political Economy, pages 9>10. 

20 Marshall: Principles, page 90. 

21 Bo. do. page 137. 
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adequate analysis of consumption and its effects than English 
economists have generally given and suggested “ the substitution 
of a reasoned and conscientious demand for a thoughtless and 
irresponsible one. ’’22 'Jq admit all tkivS, in no way, affects my 
position that it is not good for India, while its agriculture and 
industry are ill-developed, that its educational system should be 
turning out large and increasing numbers of matiiculates land 
graduates, whose aim and economic salvoti(»n consist m obtaining 
under ihc guise of ch'rical or similar work an assured title to a 
share in the national sup])ly of the essential needs of life pro- 
duced by others, while they themselves contribute in no ai)pre(*iable 
degree towards their jwoduction, but merely constitute, in fact, 
parasites in the economic system. 

The preceding observations will have served their pur- 
pose if they have succeeled in centering attention on the problem 
of the day in our country: e^conomic changes and educational ad- 
justments so as to secure increasing employment of the right sort 
for the youth of the country. Tt will he the task of the National 
Economic Council or Hoard to Avork out a detailed plan, and it 
will obviously have to examine several factors that help or hamper 
the desired changes, among olhers, the existing diversity of in- 
dustrial organization, currency and hanking conditions, the tariffs 
and the Labour Problem.” Laliour Indeed offers to the eco- 
nomic reformer not one bnt several ])roblenis, such os the basis 
of reward for work, including an allowance during periods of en- 
forced idleness, regulation of conditions of work, the place of 
labour organi/ations in the control of industrs^ and last but not 
least, provision for training and svstematic recruitment. 

Economists have not ignored the importance of industrial 
training. We are all familiar with the chapter in IVlarshalPs 
Prinriples on Industrial Training's and we are equally familiar 

l=!niart : Serorid Thoiigliffs of av Economist, pagea 141-142. 

2^1 Pef'tiou 7 of the rhapter has as ita marginal flummary the phraae “ Edu* 
Cfitiop a National Investment,” 
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with the memorable dictum of the master that it is the young 
whose faculties are of the highest irnportanco both to the moralist 
and the economist. The most imperative duty of this generation 
is to provide for ihe young the best education for the work they 
have to do as producers and as men and women together with 
long continued freedom from mechanical toil and abundant leisure 
for school. ’’24 These words Avere written many years ago, but 
it cannot be said that till recently it was recognized AA’idely that 
the conservation and proper utilization of the human resources 
of the community were matters of as great national importance as 
the conservation and development of natural resources. 

It is only recently tliat the ])roblom assumed a national as- 
pect. Ro long as there wore avenues of training for the profes- 
sions and the higher grades of technical work on the one side, 
and the apprenticeship system sufficed on tlie other to meet the 
needs of the rank and the file, the situation was not pressing. 
Under the stress of the Industrial Kevoliition the apprenticeship 
system broke down, but the gravity of the position was not realiz- 
ed. Further, w-hen general education, even of the lowest grade, 
was yet the privilege of a minority and not a national service, it 
was hardly to be expected that the problem of technical or voca- 
tional education would vex the communitv. It was only towards 
the close of the 19th century, with the progress of democratic 
government, that elementary education for all became an accept- 
ed duty of the State in the Western couniries, and it is no longer 
in dispute that in proportion as the structure of Government 
gives force to public opinion, it is essential that public opinion 
shall he enlightened.” (George Washington) 

It cannot be said that this willinoness to make education 
march with the needs of democracy has realized itself in all its 
implications. Secondary education, even in advanced countries 
like England, is only for the few, and Mr. Eisher had to point 


24 Principles^ page 720, 
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out that it was “ one of the weakest points of the English system 
of education that so small a proportion of the population proceed- 
ed to the Secondary schools, and that so small a pro])ortion of 
thos(^ who did were ahh* to stay for a full period, Tlie Hadow 
Eejioii; has been welcomed because of its liefinite pronouncement 
on the subject, and the Labour Party has as one of its objectives 
the development of public* Secondary Education so ihat all 
nom>al children, irrespective of the income, class or occii])ation 
of their ])arents, may be transferred at the age of 11 from the 
Primary or Prej)aratory Schools to one type or another of Secon- 
dary School and remain in the latter till 1(5,’*^^ the party 
looks forward to a system of free and universal Secondary Edu- 
cation/’ It will be noticed that the Secondary School is to be 
of one tvpe or another.” In Eng'land as elsewhere,, the tradi- 
lions of the class that resorted to Secondary Education made it 
an avenue to the TTniversities, and the result was the uniform 
literary type of Secondary education. The same has been the 
case in several other countries, and in India it is so to this day. 
G-ermany has had for many years two types of Secondary insti- 
tutions, the classical and the modern, and England is now pro- 
posing to have ^ Modern ’ schools with ^ realistic ’ curricula 
including ^iractical subjects. 

Tbe exteusion and diversify cation of Secondary education is 
but a stage in the development that democratization of education 
implies. The work of the Secondary schools has to be supple- 
mented bv institutious that will rerVlace the obsolete annrentice- 
ship, and offer a more efficient preparation for employment in in- 
dustrv than ‘ pick up ’ methods. The problems of educational 
reform and adiustment of tbe educational system to the economic 
requirements of a country are many and complex, and before they 
are examined with reference to Indian conditions, it is desirable 


2*) Parliamentary Debates, House of Commons, 19th April, 1917. 
26 Secovdary Education for Alf, ed. R. H. Tawney, page 1, 
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to review briefly the ehanges that have taken place, or are taking 
l)lace in the leading ((miitries in the West. 

The terms, Vocational E(lu(*-atioii and Vocational Guid- 
ance, are American, though the ideas underlying them are not. 
It is America, however, that has, with characteristic thorough- 
ness, developed the theory, the practice and the literature of the 
subject to an extraordinary degree. One definition of Vocational 
Education that will serve our present purpose limits it to that 
part of the educative ])rocess which directs the activities and 
controls the environment of the learner to the end that he may 
acquire the mental attributes and abilities which make him an 
efficient and hapi)y economic producer. ^^27 Federal Bbard of 

Vofational Edu(‘ation in the TTnited States, whose work will be 
described immediately, has defined its duty as to extend and 
democratize the secondary public school system of the United 
States so as to oifer a broad ])ra.ctical training for useful employ- 
ment to the growing millions of our boys and girls, who for 
want of such training are going unprepared for their life’s work 
into Agriculture, Industry, Commerce and the home. ”28 The 
function of Vocational Guidance is said to be to help each in- 
dividual to reach that ])articular vocational niche, or better, gate- 
way which leads where he will most greatly benefit himself and 
most fully contribute to the good of all. ”29 

The progress of vocational education in the United States of 
America has been remarkably rapid. So recently as 25 or 30 
years ago, the High School was a narrow single track institution 
serving a rather highly selected gi'oup of pupils who were seek- 
ing cultural education and preparation for the learned professions, 
but in 1927, Dr. Monroe was able to rei)ort that “ at least 40 per 
cent of the two million pupils in Secondary Schools in the United 


27 Eaton : ErJucaffon and Vocaiionff, pafje 24. 

28 First Report of the Federal Board for Vocational Education. 

29 McCall, quoted by Trnmball : Junior Wage Earnere, page 67f 
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States of America are majoring in Vocational lines, 28 per cent 
of tlie total are in the one field of Oonunercial Education/^^® It 
was only in the first decade of the present century that educa- 
tionists and leaders of business and industry in the United States 
came to realize that a new and fundamental educational need 
had arisen with the tremendous expansion and the c*ontinually 
increasing complexity of business and industry. One result was 
a demand for an examination of the subject of National Aid to 
Vocational Education. A Federal Commission was appointed 
and reported early in 1914. It reported that that kind of practi- 
cal education, namely, that which prepared boys and girls for 
useful employment, had been largely neglected, and that while 
a stronger vocational ehunent was needed in general education, 
no vocational school was worth its name wdiich failed to give not 
merely special preparation for a vocation but also a (considerable 
amount of general education. The situation (*alled for measures 
to i)romote, not education for l(>adership in commercial and indus- 
trial activities, for which there were fairly adeejuate opjantiinities, 
but that practical education of secondary grade whose object 
should be to reach the great body of the workers of the country. 
The Commission instituted a pointc'd contrast between the United 
States and Germany in this respect hy stating that there were 
fewer trade schools in the United States of America than were 
to be found in the little German Kingdom of Bavaria with a popu- 
lation not much greater than that o^ ISew York City.^^ 

As a result of the recommendations of this Commission, the 
Vocational Education Act was passed in 1917, and a Federal 
Board for Vocational Education was organized in the following 
year, and with what effectiveness the work has been carried out, 
the (piotation from Ur. Monroe above will have shown. The Board 


30 Monroe, op. cif., page 131.' 

31 The Report of the Commission on National Aid to Vocational Education, 
Chap. I. 
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co-operates with the States in the promotion of Vocational Educa- 
tion in Agriculture, Trade, Industries and Home Economics, the 
scope of education being defined as of less than College grade. 
The Board has at its disposal an annual grant of over seven million 
dollars, and it subsidises, on a basis of equal grant, approved 
programmes of work formulated by the State authorities. The 
total amount spent on Vocational Education rose from three mil- 
lion dollars in 1918 to twenty-two million dollars in 1926, and in 
several of the States, attendance at part-time continuation schools 
has been made compulsoiy for young persons between the ages of 
14 and lb or LS. In 1925, the number of pupils in schools of the 
two types aided by Ihe Federal Board was (>59, 000. To get at 
the total number of those pursuing a vocational (‘ourse, we must 
add to this number those who attended the technical and industrial 
schools and classes, of which there are many, in respect of which 
no Federal Board grant is made.32 

To show the thoroughness with which vocational 1 raining is 
pursued as an engine of occupational adjustment, it is worth while 
drawing attention to a special phase of the activities of the Federal 
Board. Not (ontent with j)reparing fresh recruits for industry 
and trade, the Board has initiated a programme for the vocational 
rehabilitation of persons disabled in industry, so that they may 
compete successfully with their fellow-workers, resting on their 
ability rather than upon charity and tolerance, at a wage equal, if 
possible, to that which they earned at the time of the injury and 
with the same possibilities of advancement. An appropriation of 
a million dollars has been provided for this work, and a special 
division of the Board has been established, known as the Indus- 
trial Rehabilitation Division. The work of the Board is supple- 
mented by the co-operation of a number of States, and the cases 
of several thousands of disabled i)ersons were surveyed and the men 

52 Report of the Committee on Industry and Trade : Factors in Industrial and 
Commercial Fjfficiency^ page 256. 
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put in training and in a large number of ca^es enabled to enter 
once more a remunerative occupation. 

German}* has been years ahead of the United States of 
^America. She has aimed definitely at the building up of a great 
industrial nation hy the systematic training of all graders, from 
leaders to workmen. The Stale, the Municipality, the employed 
and the employer have all come to believe in education of all types 
including compuLsory continuation ediicaiion. The State and the 
parents liave both adopted the long view, the foruier in looking 
forward to the ultimate value of the work of ihe schools and 
'the latter in foregoing immenliate wage returns of ihtur children 
for future pros])ect.s. In llerlin, Munich, T^eipzig and other 
towns, the organized effnris of the State and the Municipality are 
reaching every hoy (and in a few cases every girl) in a way that 
would hardly be credited in Ungland but for ihe fact that expe- 
rienced officers have seen it in operation. Continued education 
in bjugland still follows the ])lan of lahsez fdhv, or go as yon 
please. Germany possesses a national organizaiion for definite 

national objects. ’’^4 


35 The followinfj eXfunftlcH will jlluRlraic fhe kiiul of work done hy this 
Division : — 

A woman witli donhl>^ ainpiitatjon of the legs above the knees who 

was trained to retouch photographie negatives is now as effective a 
worker as others in the same line oi work, who have suffered no physical 
disability. In this case jirovkling a suitable wheel chair, a course of 
instruction in an Arts School, and placement in a photographic estab- 
lishment was real rehabilitation service. On the other hand, a young 
man who lost a leg and an arm needed only the loan of some capital to 
make him a successful merchant in a retail business. In this case dis- 
covering a jierson able to finance the project, securing his willingness 
to make the loan, and helping the disabled person to set up his own 
business, although recpiired no educational firogramme, was nevertheless 
a high type of rehabilitation service .” — Fifth Annual Report of the Federal 
Board for Vocational Education, 1921, page 316. 

34 Report on Trade and Technical Education in France and Germany. 


F. 47 



076 N. S. SUBBA RAO 

The oontiimation schools staited by Ur. Keischen.^teiner at 
Munich are well-known, and Munich was even described as the 
Mecca of all school reformers of Kuroj)e and Amejica. It is not 
necessary to desc ribe in detail the ample provision that flermany 
has made ioi* vocal ional education of the different grades, junior, 
middle and higher. Everyone knows hovV she has provided nu- 
merous trade schools, continuation schools, evening courses, ahd 
higher edxicutional institutions known as llochscdiule. The edu- 
cational world in (iermany was said, in to be in a state of 

intense vitality in the solution of the lower technical problems 
as the result of tire tliorougli organization of the higher grade of 
institutions, and since the war there has been extensive develop- 
ment of ( ompulsoiy day-continuation schools for boys, wdiich in the 
more populous localities tend to be organized on vcrcational lines, 
occasionally with facilities for craft instruction, (.'ontinuation 
has been ra])idly extench'd to new areas and to new classes of young 
persons and the Ifalfour (kunmittee comment on ‘‘ the contrast 
between the fragmcmtary bv'ginnings of the system of continuation 
schools wdiicli this c‘ountiy can sliow and the wide and rapidly 
(extending provision in Germany. 

Although England can show- a c‘onsiderable number of 
junior technical sc hools and higher technical c onrses, and her 
sjiecial contributicm to this branch of education, cwening classes, 
in respect of cpiality, amount or degree of c’o-ordiiiation with in- 
dustty, she cannot be said to have advanced as far as either the 
TTnited States of America or Germany. In fac*t, at tlm jiresent 
time she may be said to be more remarkable for asjiiiations and 
plans than for achievement. Tt is paradoxical that although the 
Industrial Revolution made its appearance first in England, that 
country should he the last to adjust her educational methods to 
the new industrial environment. 

The reasons are that education in England retained till 


3''* lu'port of the Cominiflee on Industry and Trade, op, cit., page 267. 
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recently, if it does not do su even now, its aristocratic and classical 
traditions and educational reform was further complicated hy con- 
troversies over the question of religious instruction in schools'. 
Matthew Arnold’s warning that the English system of Secondary 
education required urgent reform fell on deaf ears and although 
a bill for promotion of continuation schools was brought before 
the Parliament many years ago and Professor vSadler’s valuable 
report on continuation schools was ])ublished in 1908, it was only 
during the war that the need for reform in the direction of voca- 
tional instruction came to be vividly realized. Mr. Fisher’s Edu- 
cation Act was passed in 1918, and he laid emphasis on the fa(d 
that the capital of a country does not consist in cash or ])aper, 
but in the brains and bodies of the ])Oople,” and suggested that 
the country shoidd economize in the human capittd, its most pre- 
cious possession, which had been too long neglected.^^ 

Some of the local authorities took uj) projects for continuation 
schools with some enthusiasm, but the Geddes Axe was hital to 
such development, and this part of the Act, at any rate, has 
remained a dead letter. When the Labour Party (‘ame to power, 
the Prime Minister recognized the need for economic and 
scientific* dealing with human capital/^ hut the Ministry was too 
short-lived for effective aciion. With the return of the llaldwin 
Ministry* to ])ower, and the advent c'f I ord Eustace Ihwcy to the 
Board of Education, jdans for reform were taken up in real ear- 
nest. TiOrd Eustace Percy’s presidentship constitutes an epoch 
in the history of h'nglish education. ITe initiated valuable en- 
(juiries, which are ecTtain to bear rich fruit, and his own introduc- 
tion to the first pamphlet on Edu(‘ation for Tndnstrv and Com- 
merce published hy the Board, will he a rlas.^irus for a 

brilliant and comprehensive statement of the principles of edu- 
cational reorganization. The work of the Board of Education has 
been supplemented by that of several Committees, such as the 

36 Parliauientary Debates, House of Comnions, lOfch April, 1917, 
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Hadow Committee on the Education of the Adolescent, the Mal- 
colm Committee on the relation of Education to Industry and 
Trade, the Emmott Committee and the Ealfour Committee on 
Industry and Trade. The first of these Committees leported on 
the need for a comprehensive scheme of Secondary Education, with 
provision of different types of courses for children of different 
capacities, and the other three committees have all drawn atten- 
tion to the pressing need for closer adjustment between the work 
of educational institutions and the requirements of industry and 
irade. 

While the Hoard of Ediu^ation and ihese several Committees 
have prepared the ground l>v their statement and discussion of the 
principles of reorganization, “ a new and valuable technique has 
been worked out by the Ministry of Tiiibour and a new chapter has 
been added to the Science of Industrial Edu(‘ation the orga^ 

nization and woiking of industrial training centres. These have 
had a dual origin; they go ba(*k to the munition training estab- 
lishments set up in Iftlfi to increase the supply of skilled machine 
workers for the war factories; when the war was over, and for 
some time before, the same organization with modifications was used 
to fit the human wreckage of war for some remunerative occupa- 
tion. The experience gained in these ways is now being utilized 
in conn(»ction with the operation of the Fnemployment Insurance 
Act of 1011, one of the provisions of which empowers the Insurance 
Officer to test the skill or knowledge of any claimant to benefit 
and, if necessary, to insist on and pay for a course of technical 
instruction as a condition of the receipt of unemployment benefit. 
This provision was not jnit into use till 1985 when the Ministry 
of Labour started some training experiments, reinforced by the 
technique of the industrial training acquired in the preceding years 
in connection with the two other schemes. 

There are a number of training centres, where among the 


37 Davison : The Unemployed. 



PRESIDENTIAL ADDRESS 


m 


industries taught are elementary practical coums in the building 
trades, in furniture making, and in Engineering. The underlying 
idea is to prepare tor employment in some skilled branch of al^ 
most any industry. The numbers trained at these centres are not 
very large, but it is a short step from training juvenile workers 
receiving unemployment benefit during periods of idleness to a 
realization of the need for a comprehensive scheme of training 
before their ent^^y into employment. What was intended like the 
Montessori method as an expedient for meeting the needs of ab- 
normal cases, may well become a normal feature of the economic 
and edu(*ational organization or the country. 

The present educational organization in England n ay there- 
fore be said to be on the eve of a great change. The changes will 
probably be in the following directions: — 

(1) With the proposed raising of the age for comjiulsory 

education to 15, the years between 11 and 15 will be 
spent in schools separated from the primary schools. 

(2) Sec’ondary schools in w’hich boys of 11 and over will 

be placed wdll offer scope for Modern ’’ studies with 
emphasis on practical work in the form of handi- 
crafts and domevstic subjects. 

(H) Day instruction wdll be given in continuation schools 
so that students may attend classes during Avorking 
hours for the purpOvse, among other things, of quali- 
fying themselves for the vocation in which they are 
engaged, instead of the present system of evening 
classes which compels persons to add to a full day^s 
labour the burden of evening study. 

(4) Closer co-operation will be organized between leaders 
of Industry and Trade and educational administra- 
tors. As the Malcolm Committee have pointed out, 
unless employers get into touch with the educational 
system and state their requirements and hold out a 
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guarantee that the work of the schools so far it 
is influenced by considerations of occupation, is not 
wasted, progress in the direction of vocational in- 
struction will be impossible.^ 

(5) Institution of a National Council which will have with- 
in its purview education in relation to employment 
as well as questions of employment and unemploy- 
ment, and will serve as a most valuable adviser to 
the Board of l^ducation as well as to the Ministry of 

Iiabour.39 

The developments in Ireland are of even greater interest 
to us in India. The Irish Free State recently a])pointed a Com- 
mission to report on the system of technical education in the 
country in relation to the requirements of trade and industry, 

38 “ Dnrinfj the last five or six years iliere lias been a considerable increase in 
the amount of interest taben in technical education by persons holding respon- 
sible positions in industry an^l coirimerce as many of them liave realized that it is 
not satisfactory to leave its planning almost entirely to persons and organizations 
with whom they have no contact. An interesting example of this is exhibited by 
the Cotton Industry which, about 10 years ago, established an association for the 
co-operative investigation of the scientific problems presented by the spinning of 
cotton yarns and the manufacturing and finishing of cotton cloth for a world 
market. Realizing that the Research Association might make discoveries which 
would have the effect of modifying profoundly the existing jiroeesses, its pro- 
moters got into touch with represeiitalives of the greater Lancashire Kdiication 
Authorities and established with them a joint committee for the purpose of enquir- 
ing what changes would be needed to bring the teaching given in textile schools 
into proper relation with modern conditions and requirements. The promoters 
of the Research Association for the Woollen and Worsted Industry have taken 
action on somewhat similar lines ; and there are other examples of national 
industrial organizations devising and employing means for influencing the techni- 
cal schools in the direction of making the instruction as suitable as possible 
for the circumstances of the industry.” — Mr. A. Abbott, Chief Inspector rtf Tech- 
nical Schools, at the Internal lonal Congress on Commercial Education. Education, 
September LS, 1929. 

3® Cf. The recommendations of the Malcolm Committee on Education and 
Industry in their Second Report, pages 56 — 58. 
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including the main industry of Agrituilture. Tlie Commission pre- 
sented in 1927 a \ery full and informing report, and its conclu- 
sions ought to be of special value for us, as India presents several 
features of economic and social resemblance to Ireland*^® 

The Commission lays great stress on the need for securing 
a sound and uiiifozin foundation for the system of teehnieiil edu- 
cation, which must be laid in the })rimary school, and holds that 
it is essential that the youth of the country should have complet- 
ed in the sixth standard a definite minimum ])rogramme on which 
subsequent instruction can be based. This is followed by a re- 
commendation for the iiiirodi ( lion of ( ontinuation schools and 
classes, attendance at v;hich, whole-time or pait-time according 
to circumstances, should be compulsory up to the ag(» of 16 years. 
The programme of these sidiools should be distinguished from that 
of tec hnical schools and should take into account the special cir- 
cumstances of town and countiy life. Technical (‘ducation should 
start after the continuation-school period, and should take vari- 
ous forms, part-time or whole-time, day or (‘vening classes, ac- 
cording to the specific conditions of apprenticeship in different 
trades. 

It is realized by the Commission that the pi(q)osed schemes of 
continuation and technic'al education will involve considerable ex- 
penditure* to the State as well as to the local authorities, but such 
expenditure is necessary for the raising of the level of the edm 
cation of the people and for the development of trade and indus- 
try in the country. The expenditure will inciease only gradually 
since the proposied schemes would be put into o])eration at first 
on a limited scale, and be extended and develoj od on the basis of 
the experience thus gained, so that a considerable period will 
elapse before they can be adopted generally throughout the 
country. 

It is interesting to note that among the occupations for which 


40 Report of the rommission on Technical Education, Diihlin, 1927. 
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they suggest special training are not merely Agriculture and the 
usual industries, but also hotel and restaurant work. Ihis was 
taken up by the Commission for active consideration because good 
hotel service was essential to the successful development of a 
tourist traffic. The potency of this source of revenue to the 
country is illustrated by the Commission from estimates of income 
from tourists in different countries. France 100 millions, Italy 
70 millions and Spain 50 millions. “The hotels of the country 
must be regarded as the guest houses of the nation.” There was 
therefore a widespread need for a systematic training of stewarrls, 
cooks,. waiters and waitresses, not only to render existing service 
more efficiently but also to open up a new avenue of employment. 
The lesson for India is obvious. India is becoming a great ta- 
vourite of tourists, and probably would become much more so if 
improved facilities of travel were created in the shape of better 
hotel accommodation; and the people of the country would be 
richer if they engaged more than they do in this business. Inci- 
dentally improved methods to capture foreign tourists might also 
improve the indigenous hotel system, if we succeeded in creating 
the conviction that hotel service requires training no less than 
other occupations and does not come by the light of nature. 

We now come to an examination of the system of edu- 
cation in India in the light of the foregoing observations. One 
would like to think that the system which has been in operation 
for more than half a century and has received a great deal of 
attention from Viceroys downward, offers, at any rate, the neces- 
sary foundations for a sound system of vocational training and at 
least contains the necessary elements already for development in 
that direction. Unhappily, the reverse is the case. An authori- 
tative expression of opinion has recently been furnished by the 
Report of the Hartog Committee, while the necessary data are avail- 
able in this Report as well as in the latest Quinquennial Reniew 
of the Progress of Education in India, 

like several other things in India, the system of education 
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contains both indigenous and injported elements. iWe have the 
siiivivaLs of the indigenous system in the Patasalas, Maktabs and 
Madrasas^ in which education is entirely literary and some time 
theological. We know, however, that at least in theory, the edu- 
cational system of ancient India had a vocational side, and not 
only do we possess a list of 64 Vidyas or branches of learning, 
which include, among others, proficieiHjy in occupations like boat- 
making, enamelling, oil-extraction, meta] work, etc., but w^e also 
find references in the old writings to great teachers in famous 
Centres of learning like Takahasila and Benares, who taught not 
merely the three Vedas but also initiated ])U])ils into the mysteries 
of agricultural and industrial arts. Thest% however, are matters 
of anthjuarian interest, and the surviving indigenous institutions 
make no pretence to instruction tor the jiurpose of any vocation 
except that of a priest or a teacher of language^j. The number of 
these institutions ha.^ been dwindling, and this has been a matter 
of some concern to oiientalists anxious to preserve the study of 
the Indian <‘lassical languages according’ to the time-honoured 
methods. 

When we speak, therefore, of the Educational system of India, 
we think of the vast number of schools and colleges and the nu- 
merous Ihiiversities tliat have sprung up in tlie c*oiintry as a result 
of the /.eal of the Christian Missionaries as well as of the belief 
of lj<jrd Miicaiilay in the efficacy of Western learning for the 
progress of the country. It is not necessary for my purpose either 
to summarize the statistical data relating to these institutions or 
to review their work, both of which have been done by the Hartog 
Committee with far greater authority than an individual can com- 
•mand. It is enough that I should merely summarize the unequi- 
vocal conclusions and the uncompromising condemnation by the 
Committee of the present system in resj)ect of its inadequacy, 
misdirection and waste. 

Primary Education, or ‘‘ mass education ” as the Coxnmittee 
prefer to call it, is essential for the construction of any super- 
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Ntructuie of general or vocational education in any country, and 
the Committee bring out the fact that the present organization 
of primary edii(*ation is both inadequate and wasteful. Though 
by the terms of reference the Committee was precluded from exa- 
mining the lelations between the educational system and subse- 
quent employment and discussing, in any detail, questions of pro- 

f ^ 

fessional or technical education, they have said a gr^at deal that 
is relevant to the present j)uipose. They sliow clearly that where- 
as the main educational problem at the secondary stage should 
be to provide varied forms of training tor life and employment 
suitable tor large numbers of boys of varied attainments and 
(jircumstances, “all sections of the community with their different 
occupations, traditions and outlook, and with their different ambi- 
lioiis and aptitudes have little, if any, choice of the type of school 
to which they will send their children. In fact, the present type 
of High and Middle English School has established itself so strong- 
ly that other forms of education are opposed or mistrusted. 
They de})]ore the fact that “ there is nothing corresponding to the 
exodus to the English Secondary Schools into either practical life 
or into Vocational institutions. '^^2 inevitable result follows 

that a large number of boys are wasting time and money by fol- 
lowing the existing courses in secondary cJlasses.^^ 

It should be added, however, in fairness that some effort has 
Ik'oii made in the direction of an alteration in the curricula hy 
provision for vocational and manual instruction in the Secondary 
school system. Instruction is now jnovidcd in some kind of 
manual work such as wood work, carpentry, metal work, agri- 
culture, tailoring, engraving, rattan work, spinning, book-bind- 
ing, dyeing, sericulture, market-gardening, horticulture, mica 
work, smithy, coir work and ])rinting. The figures suppHed in 
the latest Review of the Proffress of Editcafion in Ivdin show that 

4T Report of the TTartoq Committee, page 104. 

Do. do. page 104. 

Do. do, page 106. 
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there are (18 such institutioJs or centres of instruction in Madras, 
23 in lieugal, 11 in llihar and Orissa, 17 in Central Provinces, 3 
in Assam and 9 in tt^e United Provinces. These fig-ures arc suffi- 
cient 1c) bear out Ihe remark of the Ha r tog* Committee that the 
Secondary system of education as a whole is not adopted to meet 
the varying* needs of the ])e()ple. Not only is the j)roviaion in- 
adcMjuate, but it is also only in a few cases even of this sm»all 
group of centres of ])ra(*lical instruction that “ instruction is, 
imparted in such a manner and at such a stage of the school course 
that i)iipils are dthnitely encouraged, after receiving a suitable 
measure of general education, +o leave school in order to take 
up some ])racti(‘al o(*cupation or to receive technical education in 
spc'cial institutions. 

Nor (*an it be said that the jiosition is satisfactory with re- 
gard to the ])i\)fessedly technical or vo(*ational institutions. The 
figures for l!l2()-27 summarized in the following table are illu- 
minating, and show the inade(iua(\v of ibe numbers that receive 
a technical or vocational education. 



Nnoibor 

of Pupils 


Kind of Institution 


- - — 

Total 


Koys 

Girls 


Art Schools 

1,964 


1,964 

Medical Schools 

5,438 

. 31 ' 5 

5,753 

Engineering and Surveying Schools ... 

1,635 

... 

1,635 

Technical and Industrial Schools ... ! 

20,784 

3,753 

24,537 

Commercial Schools ... ... 

6,381 

324 

6,705 

Agricultural Schools ... ... ■ 

498 


498 

Medical Colleges 

3,787 

"67 

3,854 

Engineering Colleges 

2,009 

1 ... 

2,009 

Agricultural Colleges 

798 


798 

Commerce Colleges 

1,516 

* . • 

1,516 

Poorest Colleges 

129 

. * . 

129 

Veterinary Science Colleges 

330 


330 

Total 

45,269 

4,459 

49,728 


<4 Report of the Hartog Committeef page 111, 
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In contrast with the above, the number of those that are pre- 
paring* themselves for the two professions of Law and Teaching 
are 35,77Ji while all the others are equally open tor clerical or 
leaching work. It is not only the inadequacy of the provision for 
vocational branches of education that calls for comment but also 
the lack of appreciation as to the place of such institutions in 
the educational organization of the country. “It is not yet 
realized in India that the industrial and the ordinary schools are 
(iomplementary to each other in a ])roj)erly co-ordinated educa- 
tional system, and the Hartog Committee very properly con- 
demn the tendency tor the one to ap])ear as the rival to the other 
and ridicule the attem])t, as the inevitable result of this lack of 
co-ordination between the two types of schools, to establish what 
are called “ Industrial Primary Schools. 

On the plane of university education, the Committee draw 
attention to the well-known fact that the universities and 
colleges of India are at ])resent turning out a large numl>er of 
grjiduates wdio cannot find employment,* ’^7 ^nd with regard to the 
uncritical jiroposaLs foi* extension of technical training of the uni- 
versity standard, -which is far more expensive than literary train- 
ing, they feel bound to jioint out that “ the training of technical 
exp(u*ts only creates more unemployed unless there are industries 
to ahsorb them.”'*^ ^]1 tnow of the sad fate of young men 

who have returned home after a laborious and expensive course 
in some branches of Technology only to find that there are no 
industries to absorb them. 

It is })e7ha])s not fair to be unduly harsh in our criticism of 
the Indian ediuational systcun. Not only was it a great experi- 
ment in the unknown, the })()uring of new wine into old bottles, 
but it must also be said that till recently the problem of unemploy- 


46 Report of the Hartog dommitfee, page 111. 
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111, footnote. 
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nient was not so acute among the products of the schools and 
colleges. Further, it is only in the last twenty-five ye^rs or so 
that even Western countries have come to appreciate the need 
for an organized attempt to impart vocational education. The 
fact that the evil was not foreseen earlier and that other (‘ountries 
till recently have In^en in no better case than ourselves does not, 
of course, minimize the acuteness of the present crisis in' Indian 
e<lucation. We (aniiot afford to ])e always a generation behind 
the Western nations. 

How’ is India to set about the task of adjusting her educa- 
tional programme to the requirements of her agriculture, indus- 
tries and trade? “ The practice is all too common,’’ says a 
writer on industrial education, ‘‘of organizing certain types of 
industrial educational activities because of the general ])opularity 
of such activities. If imhistrial education is to play a part in 
training youth for its work in industry that is expected of it, it 
must be carefully ])]aiined. To plan adeqiuitely and properly, it 
is necessary to construct a programme of industrial education. 
Such a programme must he based upon a knowledge of facts 
gathered hy disinterested agencies which are (jualified to secure 
the data needed. The programme adopted must meet specific sets 
oF conditions. These words were written of the ITnited States 
of AmeHca but they apj)ly ecjually to India. There is a craving 
to be fashionable in matters educational as in others and a desire 
to imitate; and the result is the establishment of a few schools 
professing to give technical instruction or })roviding a few addi- 
tional courses with what is termed a vocational bias. So long as 
these institutions and courses are not properly eo-ordinated to 
the needs of the environment, are not supplied with ade(|uate equip- 
ment and, above all, a competent staff is lacking, the experiments 
are bound to fail and cause waste and disappointment. One of the 
most suggestive chapters in the Report of the Indian Industrial 


49 Mays : The Problem of Industrial Education, page 409. 
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Coiamissioii draws a contrast l)otweeii the faciory industries 
and the cottage industries of India and proposes approi)riate forms 
of training for eitlier.^o It seems to me that what is wanted at 
the present time is a vivid realization of this juxtaposition of the 
old and the new, and the ohstinate survival of the old and its 
])r()mise (or threat) to survive for years to come. Any scheme 
of industrial education that visualizes the industrial development 
of India only on factory lines will deal hut incompletely with the 
tacts of the situation, leaving a good deal of ground uncovered. 
The urgent iummI of the moment is a thorough survey of the posi- 
tion in the country, agricultural, industrial and commercial, witli 
a forecast as to probable develo]mients in the near future. Some 
work has already bc^en done by several Commissions and Enquiries 
ami th(» i-eports of the Indian Tariff Board supply much valuable 
data, but they are all disconnected and lack the synthetic vision 
that scH's the Indian economics situation steadily and sees it whole. 
A satisfactory j)rogramme of industrial or vocational education 
c an only be i)rei)ared on a national scale, but such a national pro- 
gramme must rest upon i)roAdnc*ial and local suiweys. Again, 1 
jnust revert to my j)lea for a IS'ational Kconomic Commission or 
Boaid. I have suggested that it will be its task to view the 
Indian economic problcmi as a whole, organize investigations and 
make recommendaticjns. This work by itself will offer thfe nec'^s- 
sary data for formulating an All-India Scheme of Vocational Edu- 
cation, but there is no reason why cme of the divisions of this 
Board should not s])ecialize in cj[uestions relating to vocational edu^ 
c*ation. 

May I make a suggestion for the eainest consideration of my 
colleague’s, the members of the Indian Economic AssociationlP 
The mills of Government machinery grind slow and now that 
there is other grist in the mill, it is idle to expec t that pontifical 
suggestions made from presidential chairs of Conferences will 


bO ]iei>ori of the Indian industrial Commission, Chapter X. 
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receive any attention. Is i+ not ])ossible for this Association to 
organize local economic surveys through the Departments of Jico- 
nomics in the different Universities, and on the l)asis of the material 
thus gathered, to formulate conclusions and propo-als on lines 
similar to the report on EtighiiuV a Iridusfrinl Future i)ublished by 
the Dritish Liberal ]*arty? There is much talent available in 
our Universities for such investigations and even greater wscope 
for such investigations, and I hope our Association will focus the 
one on the other, and thus contribute to advance in economic 
practice lik(' their colleagues in other ])arts of the world. 

A survey of Indian economic conditions and a forecast of 
lines of develoi)nient and change would enable iis to remould the 
educational machinery and leframe and amplify the courses of 
instruction so as to fit in with the occupational rei|uirements of 
tlie countiy. In the absence of such a guiding chart, any projx)- 
sals for educational reform can only be guesswork and tentative, 
and the following broad conclusions are offered “ without pre- 
judice ” : — 

(i) Vocational Education and its financial requirements 

should in no manner be allowed to come into conflict 
with the im})erative need for expansion and improve- 
ment of primary educatioii. It will probably be 
n(*cessary to organize a self-contained (course of pri- 
mary education of six years’ duration. 

(ii) 1^*11 the primary course can l>e extended and consequent 

(dianges made, the middle stage of the Anglo-Veina- 
c.ular course should precede any scheme of differen- 
tiation in studies. “ The Examination at the end 
of this course should be graded school junction and 
clearing house by which means boys would l>e draft- 
ed into a line of study for which each appears to be 

most suited. ”51 ^ 

51 Quitufuennial Review oj the Progrefifi of Education in the Punjab, quoted, 
by tbe Hartog Committee. 
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(iii) The high school is the pivot of the situation, and the 

mu(^h needed difl'erentiation in curricula should take 
phue at this stage. Is^ot only should the general 
course provide for instruction in subjects like handi- 
(trafts and domestic science, but there should be also 
alternative courses of a less academical type, such 
as Engineering or Oommer(‘e, in which while the 
vocational bias is strong, general education is not 
neglected. Jt jf, desirable that as far as pos- 

sible the alternatives should be available in the same 
institution, partly to get over the prejudice that 
clings to the realistic courses as intended for boys of 
lower capacity, and partly to ])ermit transfers from 
one to the other. 

(iv) Technical schools which give instruction in the prin- 

ciples underlying the practice of any particular trade, 
and trade schools which prepare more directly for a 
given branch of industry, should be an integral part 
of the educational system. The Indian Intlustries^ 
(k)njniission expressed itself against the control of 
technical and industrial education by the Depart- 
ment of Public Instruction, but the difficulties it laid 
stress on are not insurmountable, while the benefits 
of a unified control are many.“ 

(v) In order that the proposed realistic courses may fulfil 
their j)urpose, educational administration should be 
in close touch with representatives of industry and 
trade as well as of labour. 

(vi) Technological education of the university standard will 
be wanted only to a small extent till our agriculture 

52 Attention may be drawn to a very interesting pamphlet on “Alternative 
Oonrses in Secondary Education “ published by the County Council of the West 
Hiding of Yorkshire describing the courses in operation in its schools. 

53 Report of the Indian Indufftrieii' Commission, pages 130-137. 
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and industries develop considerably, and the imme- 
diate need is tor such education of the Secondary 
school and diploma level. 

(vii) As a great part of agriculture and several branches of 
industry will continue to be on a small scale and 
will require lecruits who have not merely to x>i‘oduce 
but also to sell, the training given in the vocational 
institutions should envisage not only the needs of 
the worker divorced from management but also of 
the artisan or the small projudetor who is a seller, 
(viii) Agriculture will continue to remain the n.ost impor- 
tant single occiipation, and the village tlie home of 
the great majority. Agricultural education will, 
therefore, claim ]m)minence, and a rural Idas should 
be given to instruction in the general schools in rural 
areas. 

(ix) No sclnune of technieal or vocational education should 

bo undertaken without previous arrangements for an 
adcciuaie supply of well-equip])ed teachers. There 
is reason to suspect that no small j art of the waste 
which has attended a number of well-meant experi- 
ments in vocational education has been due to a 
failure to provide instructors who are technically 
competent and also conversant with the technique of 
teaching. Either the teacher has had no practical 
knowledge of the occupation in which case the train- 
ing has been academical, or an artisan has been em- 
ployed, and lacking both the equipment and the status 
of teachers of general subjects, bas failed to com- 
mand tbo interest and tbe respect of his pupils. 

(x) It is necessary that the vernacnhir should be the 

medium of instruction in all the high schools and the 
special institutions, a reform which is calculated to 
save wastage of effort. 


F. 49 
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Bernard Shaw makes one of his characters say that in the 
ideal polity, “ work is play and play is life/’ In a similar vein 
onr own Rabindranath Tagore laments that ‘‘ our day of work is 
not our day of joy — for that we require a holiday; for, miserable 
that we are, we cannot find our holiday in our work.” We may 
hope to approximate to this ideal state of things only if there is 
hannony between the worker and his duties. I am persuaded,” 
Telemachus is made to say, that the great secret of Govern- 
ment is to distinguish the different characters of men, to select 
them for different purposes and allot each to the employment W'hich 
is most suited to his talents : but I am still to learn how the charac- 
ters are thus to be distinguished. ”^4 The problem stated is as 
old as Plato, and arises not merely in, the domain of government 
but in industrial organization as w^ell, and indeed in every walk 
of life. No one is equally suited either by ability or inclination 
for all occupations, nor do many possess the talents necessary to 
rise above the common level. If the human capital of the country 
is to be most effectively employed, it is necessary to detemine 
what qualities are required by each separate occupation and how the 
possession of Ihese qualities can most accurately be determined 
in the child. Otherwise, there wall be social waste in a n\imber 
of w^ays. Children may be given training leading to occupations 
for which they may have neither the ability nor the pptitude. 
When ihey actually enter the occupation for w’^hich they have 
received the preliminary training, misfits will naturally occur and 
ihere wn‘ll be wastage either because there will be a poor level of 
work or a high rate of labour turnover. Nor is this all. There are 
numerous other evil consequences of misfits of which a long and 
uncomfortable list is given : neurotic disorders, delinquency, bad 
temper, malingering, creation of industrial discontent.^s It is, 
therefore, necessary that any scheme of vocational education 

541 Fenelon’s Telemaque. Hawkesworth’s trarslatiou, quoted by Thomson, 
A Modern Philosophy of Education, page 219. 

*v5 0. S. Myers : Industrial Psychology, pages 168 — ^170. 
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should be supplemented by nieasui'es to study the different apti- 
tudes of children, and direct them to courses of study appropri- 
ate for the occupations towards which their abilities and aptitude 
point. 

The problem would be easy of solution if we possessed two 
sets of data, namely, one relating to the essential qualities re- 
quired in different occupatioiisS<> and another to the qualities 
possessed by the individuals in the group we are dealing with. 
Then it would be indeed i)osjb.iblo to provide each child with the 
type and amount of education from which he can benefit to the 
maximum extent both for himself and for the community, and 
when the course of instruction is complete, he can be directed 
to the appropriate niche in the economic organizationj. Unfor- 
tunately, we have not arrived at a stage when each pupil can 
be tested for and rated in the entire range of important psycho- 
logical qualities, and on the other hand each o(‘cui)ation can be 
analyzed into its elements and the psychological quality most 
important for each element determined. This would make avail- 
able at any time a psychograph of each individual pupil for 
comjiarison with what may be termed the psychograph of his own 
particular occupalion in which he may become interested. It 
is further suggested that even this perhaps would not be adeejuate, 
because there is ihe further difficulty that ‘‘ the great majority 
of occupational operations require the co-ordination of a person’s 
separate mental functions. The possession of these abilities and 
the power to co-ordinate them are two different things.”^® 

Although it is true that thoroughly reliable results have not 
yet been obtained, valuable investigations have been carried out 

^6 Hee tlie Report on “ Occupation Analysis ” published by the National 
Institute of Industrial Psychology; also the “Chart of Vocational Guidance and 
Education “ in the Journal of Indn<iirinl Payrholoqy , January 10‘29. 

'^7 Myers : The Ptohlem of Vqc4iiiona1 (h^l(lance^ page 21)0. 

*>8 Claparidc : Prohlenin ntid Mefhoda of VocMiional Guidance, page 61 (quoted 
by Myers). 
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and some are yet in progress, and it is now possible to sift people 
so far as temperamental fitness and possession of general ability 
in regard to a general group of occupations are concerned. Further 
with regard to special qualities required for a specific occupation 
it is at least possible to give negative advice. Dining the last war 
vocational tests weie used on a large scale in America in select- 
ing people for different jobs, and the results are claimed to have 
been highly satisfactory. 

That these tests are not mere a(‘ademical toys is amply proved 
by the investigations of the National Institute of Industrial Psy- 
chology as well as by those of the Industrial Fatigue Research 
Board. Results, in some cases yet incomplete, are available for 
three such investigations, and in all the three cases, the conclu- 
sion is fully warranted that children who took up work recom- 
mended to them show a much greater t(*ndency to stay in the 
jobs than children who entered on jobs without advice. Judged 
by after-histories of several children, those who entered occupar 
tions of the kind recommended have proved both efficient and con- 
tented in their woik. As compared with their fellows, they are 
on an average in receipt of higher pay ; they generally obtain 
promotion earlier; they have experienced few^er changes of situa- 
tion and have incurred hardly a single dismissal between them. 
Over 80% declare themselves satisfied alike with the ivfork they 
have taken and with their i)Tos])e(*ts and their j)ay. On the 
other hand, of those who obtained tmiployment diff‘erent from 
the kind advised, less than 40% are satisfied. Among the latter 
group nearly half dislike their work, and {iniong the former only 
one dislikes it and that simply because it is not quite adequate 
with what was originally advised. This was with re- 
gard to the investigation of 1926. The results of two subsequent 
investigations, one undertaken by the National Institute of 
Industrial Psychology, and the other l)y the Industrial Fatigue 


*>9 A SiiffUj in Vocational Guidance, page 98. 
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Uesearch Board, both point in the same direction. The turn- 
over is much less among* those who followed the Institute’s advice 
and a larger number among tliem are satisHed with their sitiui- 
tion.60 It is true that in all these investigatiuns the period of 
observation is not very long, and “ absolutely convincing evi- 
dence of the value of the psychological study of ihe child in rela- 
tion to the choice of a career (‘an be gained, however, only from 
a ‘ follow^-up ’ prolonged into adult life and perhaps even to mid- 
dle age, but it is exjiecied that a ' follow-up ’ covering nearly 
five years of occupational life will give all tluj objective evidence 
that may reisonably be je(]uired to establish a general value of 
work of tin’s kind of so(;icty.’'^i 

Vocational tests are destined to play a, i)roniinent part in the 
social organization of the fnture. Already in parts of Germany, 
they are in a(itiv(‘ optnaiion; iji Hamburg “ four-fifths of all the 
rdiildrcm leaving the s bool pass through the Vocational Advic (3 
Bureau, imduding ehildi’LM of all social elassos, and a large num- 
ber of these are given ])sychologi(‘al tests to assist in the decisic^n 
with regard to the oc(‘U]>ation to be followed in aft(n'-life.**^2 £t 
is a matte]* for satisfaction, thend'ore, that the last Indian Univer- 
sities’ (^mference jjassed a resolution in favour of experiments 
in the a|pli(*ation of ])sychological tests in the Universities and 
it is to Ije hoped that the re(*omniendat ion Avill be taken up actively 
as the (‘coiiomic and social value of these tests cannot be ex- 
aggerated.^ 

60 “ Evidoiico on tlio Value of pR}{‘hology applied to Vocational Guidance,’* 
Journal of the National Institute of Industrial Psychology, January, 1029. 

61 “ Evidence on tlie Value of Psycholojjy applied to Vocational (iuidan(‘.e,” 
Journal of the National histifute of Industrial Psychology, January, 19*29, 
pagfe 301. 

62 Thomson; 1 Modern Philosophy of Education, page 237. 

63 I have had the advantage of discussing the draft of this section with my 
forijicr colleague Dr. Go))alaswaniy, Professor of Experimental Psychology, Mysore 
University, and I am also indebted to him for giving me access to recent litera* 
lure on the subject. 
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When we have adjusted the educational system to suit the 
economic needs of the country and even devised suitable tests to 
select and distribute the pupils in our schools amon^ the varied 
courses of instruction according' to their ability and aptitude, our 
task is perfo]‘med but in part. The adjustment of the educational 
system to the economic organization will still show a gai) unless 
machinery is devised to direct pupils to appropriate places of 
employment when they leave the schools and colleges. 

It is obvious that this is a big task, but the problem lias to be 
fa(‘ed, and it is being* faced in several countries in the shape of 
After-Care Committees, Juvenile Employment (k)uncil, Vocational 
(k)iinsellors and so on. The difii(*ulties in the way of devising 
appropriate machinery are formidable enough in Westein countries, 
and are certain to be more so in our country where business 
management and labour organizations have to lie educated to 
appreciate the utility of organized vocational training and 
guidance. A very attractive and promising suggestion has been 
made by the Irish (\)inmission on Technical Education. They 
point that “ the establishment of Committees (‘onsisting of equal 
numbers of lepresentatives of em]>loyers and of workers for the 
purpose of devising* the most etfective means of jiioviding" induwslry 
with skilled workers of maintaining* an equitable balaiK'e between 
the juveniles and adults, of recruiting in such immbers<' as will 
enable an industry not only to meet the existing demands of the 
market but to deve^lop, has become a (‘ommon feature in modern 
industry. ”65 ^Ji^aw attention to the developments in the 

TTnion of Soutli Africa and in Queensland, where j)])renti(‘eship 
Committees have been instituted in the last few years. These 

64 “ The proviwion o<‘ adequate facilities for traiuiiin yomi^^ persons in skilled 
trades is a problem that must be taken in conjunetif)ii uith the ])roblem of pro- 
viding indiisiry with an adequate number of compolent w^jrkers and of providing 
(oin])eteiil workers with einployjiient.*’- /fepo'f oj the Commission on Technlrnl 
Ednvafiony pages 71-72. 

6*5 Heport of the (!ommisf,ion on Tcchnirul Education, page 72. 
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Oomajittees wield very larj^e powers; ihe> ley'ulaic* the entry into 
industry, the (*onditious under wlii(*h apineiitiees are ein])loyed, 
their number and their edueation. The (’oinniission liold that the 
principles underlyin«: the South Atriean and Queensland lef^isla- 
tion offer the best method of dealing- with tlie problem of industrial 
training* and apprentieeshi]) in Un* Irish Free State. Their 
proposals may be given in c.rfrnsn: 

‘‘ The A])prentiee (-oinmittees should be appointed by the 
State and should consist ot ♦^(jual numbers (d' representatives of 
em])loyers and of W’orkers chosen in eorrsultation with the organiza- 
tions of emi.loyers and workers and should have an independent 
chairman. In addition, eadi Committee should have as members 
officers of the Department of Education and of the De])artmemt of 
Industry and Commerce. Dy th.is means a definite liaison would 
be established between the dejraitmenis resjronsible I’esuectively for 
the education of the W’orker and for the rei'ruitmenl and develo})- 
ineni of industi'y, and the close association of these departments 
wuth represent at iv^e industrial bodies should be the mejurs of 
ensuring* that no industry suffers from a shortage of ti’uined 
workers. 

A joint body constituted on the lines referred to is the only 
body on whom ii is poSvsible to place the burden of solving the 
probelms, connected w’ith the education of workers for any special 
trade or industry. The Minister for Education would through this 
joint body have first-hand information on the views of the industrv 
itself as to the plans proposed for technical training in that 
industry. The actual courses to be adopted would be a matter for 
the Minister for Edu(‘ation but. his de(*ision would not he given 
until the joint body had made representations to him. ’’^6 

It is not suggested that our country is ripe for such Commit- 
tees, except perhaps in a few industrial areas, but tlie principle 
undertying is one that may be adopted with great benefit to the 


^6 Report of the Commis^iion on Technical Education ^ page 79. 
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coin muni ty. Local authorities may establish committees with less 
comprehensive powers, whose main function it would be to bring* 
the educational authorities into close touch with the direction and 
volume of employment in the neighbourliood, and such commit- 
tees would be federated into Provincial Committees, which would 
come into relations with an All-India organization. 

Any comprehensive scheme of vocational tiaining* and 
guidance can be undertaken only by the State and rightly so, 
because the fitting equipment of the child for the battle of life 
is a national concern in the interest not merely of the individual, 
but. also of the State (H. Fisher). This is only an addition, 
a necessary addition, to the comprehensive 7)rograinme of social in- 
surance that ihe modern State has undertaken in recent years with 
a readiness that would make Bentham turn in liis grave. Critics 
are not lacking in England who object to this extension of 
Government activities both on theoretical and financial grounds. 
In India, we are more fortunately situated. There is not the same 
reluctance to extend the sphere of State action, accustomed as we 
have been to State organization of education. In fact the situation 
is paradoxical; the popular uige is for a more vigorous policy of 
expansion with a greater readiness for larg(*r expenditure on 
education, before which the Government is reluctantly and slowly 
yielding ground. The objections raised are financial. The plea 
is put forward that the revenues are inelastic, while the expendi- 
ture on development and welfare activities is unlimited. The 
difficulties of the position cannot be lightlv dismissed, but it is 
hard to believe that a Government which has been able to finance 
numerous frontier expeditions, find crores to build a new capital 
on the grave of an old one, and engage in currency adventures 
that cost the tax-payer as many crores, without landing itself in 
bankruptcy is altogether without resources, if the willingness is 
there, for a national scheme of vocational education. If only the 

^7 Parliamentary Debates : House of Commons, 19th April, 1917, 
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Government would show a desire to respond to the need of the 
hour and indicate its earnestness }>y substantial retrenchments, the 
country on its side w^ould not l)e unwilling' to face the necessity 
for additional taxation to sux)plement the resources of the Govern- 
ment to carry out a great measure of educational jeform. 

Financial objections, whether advanced by a lukewarm 
Government, or interested sections of the community hostile to 
democratization of education, do not really bear examination. 
It is not to 1)0 assumed lhat countries like Germany and the 
United States of America, the latter of wliicli country proposes to 
double the ex^.enditui'e on education, are interior to ns in tinancial 
wisdom. Expenditure on education can easily he met by reduc- 
tion of public and private exiravag'ance. The limited taxable 
capacity of a (‘ommunity is sometimes used as a stalking-hoise, but 
as Sir Josiah Stamp has jiointed out, the ansver to the (pievstioii 
whether taxable capa(‘ity has been reached or passed depends on 
the reasons for, oi* the subjects upon, which the money is to be 
spent. Expenditure on ediK'ation ought to be really regarded as 
an investment. “ Ill-health and ignorance are an economic burden 
which no society can afford to carry once it has learned how to 

lighten it It is possible for the pensounel us well as the 

material equipment of industry to be undercapitalized, and a 
nation which has the courage to invest generously in its children 
saves in the strictest economic sense, moie capital than the most 
parsimonious coininunity which ever lived with its eyes on the 

Stock Exchange from a purely economic standpoint, the 

most important part of the capital of a country consists of human 
beings. Wealth applied to improving their phvsi(*al and intellec- 
tual attainments is the most remunerative of all investments since 
it adds to that particular type of productive power on which the 
ability to use all other natural advantages and to overcome 
natural disadvantages, ultimately depends. 

6Q Secondary Education for All, page 144; Compare “ Tt. has been well said 
that if all the material wealth in the world were destroyed by an earthquake, 

F. 50 
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‘‘ Industrial and Vocational Education/’ it was observed 
receatly, were looked upon as the education particularly suitable 
to the needs of the destitute, the mentally deficient, and the delin- 
quent. These stigmata are now wearing One hopes so, 

and that it is not necessary to take seriously at this time of the 
day the conventional criticism that culture is going to be sacrific- 
ed for utilitarian efficiency. The caste mentality dies hard, and 
the sphere of education is no exception. There is, of course, no 
real conflict of interests between culture and usefulness, for in 
Kerchensteiner’s happy epigram, on tlie way to the ideal man 
stands the useful man.” It is even possible to carry the war into 
tlie camp of the enemy, and argue that a course of general educa- 
tion, specially of the type now in vogue, does not always turn out 
a man of culture. It should also be realized that ‘‘ theie is a 
(‘o-ordination of senses and thought and also a reciprocal influence 
between brain activity and material creative activity. Hence 
it was that Buskin insisted that all youths of whatever rank 
ought to learn some manual trade thoroughly, for it is (juite 
wonderful how a man’s views of life are cleared by the attainnn'iit 
of the capacity of doing any one thing well with his hands and 
arms.” St. Benedict and Plato are allies, not rivals. 

To conclude. India is on the threshold of great changes, 
social and political. These changes require a spiritual content 
and an economic basis, the most persistent twin interests of maii- 


leavinfif only the land, knowlcdf^e and food cnonprh to sustain life till the next 
harvest, mankind would in a generation or two be nearly as prosperous as before; 
hut if aeeuinulated knowledge 'sverc destroyed, while the material w^ealth remained 
several thousand years rnii?ht be needed to recover the lost ground.” — Marshall, 
‘ The So(nal Possibilities of Economic Chivalry.’ Economic Journal^ March 1907. 

69 Dr. Malherbe in his paper on " Education and the Poor White,” read to 
the British Association at Cape Town, 1929. 

7Q Whitehead: The Aims of Education and Other Essays, p. 78, 
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kind. A country that has produced in recent years a Vivekananda, 
a Tagore, a Gandhi, is not likely to lack spiritual leadership. It 
is in the realm of et’onomic change and educational adjustment 
that the country requires guidance, and it is my earnest conviction 
that no more competent guide can he found than a triple alliance 
between the educationist, the psychologist and ihe economist. 



REPORT OF DISCUSSIONS ON PAPERS 


DISCUSSION ON INDIAN PUDLIO ITNANCE : 
IMPERIAL FN. PROVINCIAL FINANCE 


l^APEHs BY Messks. T. K. Shahani (AliiiunUibad), P. J. Thomas 
(Madras), and R. M. dosiii (Bombay) 


Professor Vakil of Bombay said that Messrs. Sbabani and 
Joshi wne ihinking more of the nution-builcliug departments in 
order to further the interests of the masses, whereas Mr. Thomas 
was thinking of the strength of the central government. Analys- 
ing the situation from the different points of view, it appeared 
that the emphasis on the respective fiinclions of the various 
speakers was the cause of the difference of opinion. They could 
not allow' the central government to weaken, nor could they allow 
the provincial requirements to suffer. He thought it was difficult 
to work out the scheme of a representative board as suggested 
by Mr, Thomas. If any such board was asked to distribute funds 
betv^een the central government and the provincial governments 
there would he a tug of war, and there would be alw^ays a third 
])arty w’hidi w’ould he in a better position to pull, before they 
could get the best division of funds. Assuming for the moment 
that they gave excise to the central government and the personal 
income-tax to the provinces, it would generally mean that the 
central government, comparative^ly speaking, w'ould he in greater 
difficulties than the piovinces. If the general desire for prohibi- 
tion was going to persist, then they should take it that excise 
was no longer going to be an item of revenue, but was going to 
he an item of expenditure in course of time. Whenever they 
should have a scheme of prohibition, they would have to keep 
up large establishments in order to see that illicit liquor was not 
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manufactured. From that point of view, if the Government of 
India was asked to administer the subject of excise, it would 
mean an expenditure for it, though the agency might be provin- 
cial. So far as customs were concerned, they knew that sooner 
or laier the Indian States were legitimately going to get some 
share in the customs revenue in one foini or another. The 
Government of India was now getting 50 crores customs revenue 
which was contributed to a laigx» extent by tlie native states in 
one form or anotlier. The/ saw signs of the a(‘ce})tance of the 
claim of native stales in some form or other in the impending 
constitutional (dianges. 

Eailways wen' now another source of revenue to the (enlral 
government and they coiitriliuted iliree to four crores to the general 
revenues. From the point of view of tlie industrial development 
of the countjy for wliicdi they were all anxious the railway 
suriduses must go. It the railway I'ates wore so adjusted that then* 
were no suri)luses from railways, and if the surpluses were to 
be handed ovei* l;y way of redii(*tion of rates to industries which 
Avere most in need of it, then I here would l>e another falling off 
of three to four crores of revenue to the central government. If 
excise was going to be an item of expenditure, if customs revenue 
was to go to tlie native states, if railways sur])luses avcto to go 
for industrial develoimient, then the (*entra] government would 
be bankrupt under the scheme of Mr. Joshi. He was only tiding 
to appreciate the difficulties of the central government, agreeing 
as he did substantially with the sclieme of Mr. Joshi. In all 
democratic governments they liad to clioose between two evils — 
reduced exjienditure and incieased taxation. Even if they got 
provincial autonomy they were not going to get independence as 
the Congrees demanded. On that ground the military budget 
might not ])e so reduced as to allow the central government to he 
in a balanced ])osition. Tlis view, therefore, was that the central 
government should have recourse to additional taxation by way 
of tobacco duties or something else. 
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Prof. Karve of Poona said that in tlie first place he failed to 
see that there were any priii(*iples of federal finance or any ^’eneral 
practice of federal finance which must be ac(‘epted by any country 
which was on the road to development on federal lines. He 
rather felt Dial in the matter of financial adjustment and financial 
reform as in the matter of g^eneral development of a nation every 
nation had got to take its own present circumstances into consi- 
deration, the present difiiculties of the provinces and the central 
government into consideration and frame its i)olicy a(a‘ordingly 
so as not to depart to any great extent from those general 
])rinciples; but in the main to satisfy immediate ]*equiremeiits 
and to solve the immediate difficulties that might face the provinces 
on the one hand and the central govemnnent on the other. From 
that standpoint he felt that the transfer of excise from the 
provincial governments to the central gov(nmment was not to b(^ 
thought of. Though it was true on the basis of general principles 
that where customs duties Avcre levied mostly for prot(‘(‘tion, or 
on articles which were the staples for important itulustries in the 
country, it was sound theory and sound practice in such cases 
to place both customs and excise in tlie hands of one and^ the 
same government. They had to take into consideration the fact 
that excise was collected from people who made the most work 
for the i)rovim'ial governments, both in the de])artments of police 
and justice and also in a number of other dej)artmenl.s. More- 
over, when they wanted to make way tor excise they wanted the 
police to be on the s(*ene to work out the system of restrictive 
excise to a successful end, and therefore tlie working out of the 
system of restrictive excise was closely conmaded with the working 
of a number of provin<*ial departments, and for that reason he 
felt that the excise revenue should go to the provimn’al govern- 
ments. 

Above everything else, they wanted to so leform the present 
finances that it would not be harmful to the provinces. Thev 
started on the basis that the present finamu’al arrangement was 
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not suitable for the development of provincial nation-building 
departments. The resources in the provinces were found to be 
inelastic and the practical reijuirements of })r()viuces on the road 
to financial solven(\y could not be solved by the pro])()se(l transfer 
of excise and a portion of the income-tax to the (central govern- 
ment. For these reasons he wanted excise to ('ontinue a provincial 
subject. 

The suggestion for the formation of a national fund put 
forward by Mr. Thomas war not a(u‘eptable to him, for two reasons. 
They were ])artly political and partly economic. The first consi- 
deration Avcs the one that arose out of the views expressed by 
Prof. Shahani. There could not be a clean slate in regard to 
this matter ])arti(*iilarly, b(‘(*aus(‘ iii our own country we have an 
evolutionary ])roc,ess and a gradual develo])meut towards tlie forma- 
tion from a centralised government of provincial units which 
might he self-sufficing. If we had a central fund on which the 
iwovinces would have to de])end, then to that extent the eontrol 
of the provineial legislatuies over their own ex))enditure would 
he suhstantially reduced. For that reason and also due to the 
ex])erience they had had during the years preceding the present 
reorganisation of the finances, they would be entirely ill-advised 
to go in for the scheme of a general fund. Therefor(‘, he would 
support^ the view i)ut forward hv Prof. Toshi that the ])rovinces 
vshould have the whole of the personal income-tax and that the 
super-tax and the tax on coii)orations should go to the central 
goverinnent. He also felt that in India they would not he 
justified in ignoring the recjuirements of the backward provinces. 
Out of the railway surpluses and also out of tlie occasional surpluses, 
which they ho])cd that in future more ])atriotic and more efficient 
finance members might earn for this country, they might establish 
some fund out of which the needs of the backward provinces might 
be met. 

Prof. C. D. Thompson said that there was no reform of taxation 
in India which he more desired than the reform of handing over 
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the land revenue to the locail authorities, that* is to the muni- 
cipalities and the district boards. He would like to do that as 
far as possible, but at the same time he could not quite see how 
the provinces with l)oth their leg's cut off could go about hopping 
on one of the central government’s legs. If excise was to gg, it 
seemed to him that some oilier source of income must be found 
for the provinces, and they (jould not get on simply by trying to 
redistribute their present taxes in some other way. By doing 
so somebody would be badly hit and it seemed to him that they 
should have a new source of income. The conference should not 
forget what their commissioner had told them on the oi)ening 
day, that ihe opinion of their association would be far more 
weighty if they had some kind of unanimity. It seemed to him 
that they must come out boldly and say that tliere must be taxes 
on agricultural incomes, that there must be inlieritance duties, 
and that there must be taxes on city laud comparable to the 
taxation on rural land. If they had these things, he believed 
there would be money enough and that taxation would be far 
more equitable. Then the division would not be so difficult. 
With regard to division he was still in favour of the division 
of excise both in theory and practice. He believed that the present 
excise duty ought to he divided into two parts, as was suggested 
by Sir Charles Todhunter at Mysore, — the true excise duty to be 
given to the central government and the local license part of it 
to be given to the local governments. But he did not think 
that ihe central goverrvment would advance inwards prohibition 
more rapidly than the provinces. If excise was given to the 
central government, prohibition would come more slowly. If the 
excise licenses remained with local governments, they would have 
to determine as to how fast they could move towards prohibition. 
It would be possible then to give the more easily administered 
inheritance duties to the provinces rather than the income-tax. 
If necessar;ij and possible, he would not be averse to giving a part 
of the income-tax to the provinces. From administrative consi- 
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derations, he ilion^’lit it would he hetier that the provinces should 
have inheritance dufievS, and if necessary they might also be 
given the income-tax on land when they had handed over the land 
revenue to the local aiitliorities. When these duties were handed 
over to the municipalities and to the district boards, they would 
also have far heavier resjionsibilities to discharge. Much of the 
expenditure incurred by the provinces would then bo met by the 
local authorities. If they wanted to go on with all their nation- 
building activities, he thought it was ne(*essary that they should 
equalise their taxation by introducing^ these additional taxes and 
then the ])roldem woiild not be diflScult. 

There was one other tax whi(*n we should have — the tax on the 
unearned land value. If we just kept in mind the inheritance 
duty, the income-tax on high agri(‘ultural incomes, the tax on 
th(' unearned increment of land value, the separation of the 
excise duty into its tw > parts, the ex(‘ise proper and the local 
licenses — these Avere the Mnes along which he would like tax 
reform. Excise might not disappear altog^ether. It w^as suggested 
^y the last speaker that there might be an excise on tobacco, on 
playing cards, matches, amusements and the like, but probably 
such taxes should belong to the central government. 

^ Prof. Doraiswami Iyengar of Madras said that before the 
Mesion Setilcment the (tovermnent of India proceeded in an 
empirical way in the matter of levying taxation and distributing 
it for expenditure. They could not hut proceed on those lines in 
view of the fact that the area of the country was large and the 
data were not adequate. The Meston Committee, instead of trying 
to giA^e a twist lo Avhat might be (‘onsidered to be an empirical 
method of tax levying, merely suggested what might be considered 
a fi|ancial line of separation, and be did not think it a^^us scientific. 
They were simj>ly carried away by the idea of a financial ^ clean- 
cut ’ accompanying an a dmini strati A^e ‘ clean-cut.’ Without 
taking into account the complicated character of their economic 
and financial organisation, the Meston Committee began to apply 
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one sing^le faiimila to the coiiditious of provinces which differed 
to a very considerable extenl from each other. The recomineiula- 
tions of the Mestoii (Committee did ntri simplify matters, but 
complicated them still further with the result that the country 
was (lazed by its idea of a financial clean-cut. Tt was j^ood that 
there ou^ht to be that kind of separation as far as possible. Buf 
then tliose wlio were for separation and ‘ cleai^-cut ’ went 
further. They quoted ii as an arti(de of faith and tlieroin was 
the trouble for Bombay and Berif»‘a'l. Bombay wanted the wliole 
of the income-tax in the provincie for itself and that was very 
lai'^^rely due to the fact that this question of the separation of 
resources between the provincial ^governments and the central 
f^overnment was considered a fetish. Why should there be this 
entire separation? He did not find a sinf?le country in the world 
which could adopt scientific methods of a])portionino^ its resources. 
Even the advanced countries had f(Himl it impossible to carry 
this absolute financdal separation into execution. The taxation 
in India sutfered from various defects. For instance, indirect 
taxation furnished a very lar^e proportion of the total taxation. 
They had to brin^’ order into this scheme of taxation. The 
services that the (central ^-overnment liad to discdiarn-e for all the 
provinces being* common in character, every tax-payer, according* 
to the general principles of taxation, should make a contribution 
to the central exchequer. Tt might be according to the propor- 
tionate system, each citizen making a (‘ontribution according to 
the canons of his general ability. They had accepted the position 
that incomes from agriculture need not make a contribution to 
the expenditure of the central government. He wanted light to 
be thrown upon this problem as to whether fheir discussion of the 
fesources of the central government and the provincial govein- 
ments ought not to be related to this fundamental (question of 
whether the scheme that was now w^orking conformed to that 
important principle that every citizen should according to his 
ability make a contribution to the central government. 
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Mr. B. G. Bhatnag^ar of Allahabad said that in the Paper 
he had read in 1925 at the Benaaes session he had subjected the 
existing arrangement to the first priiudples ot finance and had 
come to the concluvsion that the existing system did satisfy them 
to a very large extent. The principle that he look as his test was 
the nature of the functions assigned to the (tentral g’overnment 
and the nature of the functions assigned to the ])ro-vincial govern- 
ments. From tliat they would find that \\hat they had been 
calling elasticn’ty was the capacity of the souj'(‘es of revenue to 
expand or contract according to the needs of the moment. If 
they used elasticity in that sense, tlien they wcuild find greater 
need for it in the central government than in the provincial 
governments. Provincial governments had got ('ertain items of 
expendicure Avhicdi were expansive in character. They required 
a well-thought-out programme which was to be c.ompleted in 
10 or 20 years. Tliey required cerdain sources of income which 
would be yielding continuously increasing income, but they did 
not recpiire any income which could be increased at a moment’s 
notice. That kind of income was only required in the central 
government. There was the salt tax in the central government 
and by a slight increase in the rate they could secure crores for 
the central governmeni. In Ihe provinces, on the other hand, we 
do not find any source of income of that type and there was no 
need for it. The existing sources of revenue of tlie provincial 
governments satisfied one of the academic or theoi^etical tests. He 
agreed with Prof. Shahani that tlmre should be readjustment in 
one direction, that diretdion being the transfer of iinujine-tax 
to the provincial governments and excise to tlie central govern- 
ment. In the provincial governments they had all the develop- 
ment departments for which funds were needed. If they had the 
income-tax, which was a direct tax, they c{)uld lay out a 
progn^nime hefore the provincial legislature and bring home to 
the people why funds were needed. It w^as this one particular 
argument wdiich had succeeded in convincing him of the 
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desii ability of tiansferriiig* the income-tax to the provinces. At the 
same time lie was convinced that excise should go to the central 
government. 

They had not been paying enough attention to one source of 
income which had not been exploited in the country, and unless 
they exploited that source of income no programme could be 
developed. This source of income was loans. They should utilise 
loan funds for constructive development ])urposes, and meet 
interest charges from current income. 

Mr. Gyan Chand said that the greatest drawback of the 
Montagu-Chelmsford report was the ])riiu*iple of segregation, 
which did not exist in any country in the world. Tt had become 
increasingly difficult on account of the integration of economic 
life, and it had made the problems of federal finance very different 
from what they had Ijeeii. If we wanted to find the solution of 
our problems in India we ought not to go to America, which stood 
for a principle of federalism which was anticjuated, but we ought 
to go to Germany, Austria, and Russia, whei*e the principles of 
federal finance were being worked out with very great ability and 
efficiency. In these countries the principle of segregation luul 
been abandoned, and in America and Australia also, where things 
were more difficult on account of political prejudices, this princi- 
ple was being abandoned. 

The second point whi(di he wished to bring before them was 
that the central administration of taxation was bec^oming increas- 
ingly important. In Australia they were having central adminis- 
tration of taxation. That meant that the income-tax had got to be 
administered by the central government, and that the excise and 
inheritance taxes had also got to he administered by the central 
government. Then the only way by which states could be placed 
in funds was to give them grants out of a consolidated fund. In 
Germany, Russia, and Austria grants had a very iniportant, place 
in the system of finance. If segregation was impossible, then 
there was the necessity of centralization of administration so far 
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as taxes were concerned. If tliey took statistics of provincial 
finances and central finances from ltS76 onwards they would find 
that certain provinces were on the top and others at the boltom. 
On national g^rounds levelling* up was desirable, but since the 
inecjuaiiiie's were due to blunders coinniitted by the central govern- 
ment in the past, il w’as due to the provinces that something 
should be done to redress these grievances. There wuis no other 
way of redressing them except by giving grants to the provin(‘es. 
Some method had to be adoji.'^ed by wdihdi grants were to be given 
by the (central government lo ihe provincial governments for 
redressing their gi ievances. 

They wanted additional taxation. They all wished that 
military expenditure might be reduced but it w^as not practi(*al 
po]iti(‘s to cxped that it would be substantialls reduced in the 
near future. The iiK’om e-tax and exjiort and import duties would 
be in the hands of the central government, llow^ could we make 
it jiossible for the central government to make grants to provincial 
governments? The important consideration had got to be borne 
in mind that ju'ovincial autonomy sbould not be imperilled in 
any way. It w^is possible to give grants in such a way that the 
provinces should not sutfer from the evils of over-centralization. 
That the provinces might have free scope for the development of 
funcddoiws Avhicli they would have to discharge was desirable, hut 
this could be only done by giving' grants. 

Dr. Deni Prasad (Allaliabad) said that the last speech made 
him feel that they must he clear on one fundamental point. ♦ Were 
they thinking of a future federal Government of India, or a future 
unitary Government of India? It seemed to him that Avhat the 
last speaker thought of as a new conception of federalism as 
exemplified in the working* of political institutions of Geimany, 
Austria, and Russia was merely a relurn to unitarianism. 
Germany was pracl i(*ally a unitary coiinlry, and Austria was even 
a more unitary country, and it w^as only by (‘ourtesy that they 
(^oiild call it a federal counti'y. Similarly Russia was not a 
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federal country. He quite reco^uiised that there was that name 
of the Union of Soviet Republics, but it was all directed by one 
gToup of people from Moscow. Then they were told that under 
thiwS new concei)tion of federalism there was no segregation of 
revenues or powers but only a separation of tinances. Really in 
federal countries like tbe TJ.S.A., Canada, or Australia, what 
happened was that for certain purposes the same source was ta})ped 
by different authorities, but there was clear demarkation of 
revenues. Tliis was still open to them in the future (Tovernment 
of India, The income-tax must always be a federal affair be('ause 
so far as possible that tax ought to be equalised. He entirely 
agreed that there should be an inheritance tax. This ought to 
be uniform among all the provin(*es and therefore it. was necessary 
that all such socialistic taxation sliould be managed by the central 
legislature. 

Mr. Gyan Chand seemed to treat provinces very much like 
local boards, — municipalities and district boards. The system of 
grants could hardly work in the relations of'tlie central and the 
provincial governments. Who was going to make the grants and 
on what principle? The ditficulty was thai if these grants were 
to he made by the central legislature or the central executive, 
then that central legislature would consist of representatives from 
various provinces and every year they would have a wrangle over 
the distribution of these doles. Were they going to invoke the 
help of the constitution which would be above ihc legislature and 
above •tbe executive for this purpose? Either it would be part of 
the constitution or it would not. It it vas jjjnt of the constitu- 
tion it became too rigid, and if it were not, it opened the way 
for i)erpetual wrangles. 

Dr. Radha Kamal Mukerjee (Lneknow) said they could not 
be Unitarians and there was no doubt that federalism was to be 
their political goal, — whether it would l^e of the Russian type 
or of the Anreiician tvi)e they were not con(‘erned. Tf federalism 
was to be accepted as their political a.si)iration, surely a federal 
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authority on demooratie basis entnistefl with the iask of ihe ri^ht 
apporliouinent of the sources was the direction towards whi(*h 
they must move. The word ‘ doles ’ had a bad smell about it. 
The central g*overniiient wa^s bending its knees to orpfanise public 
opinion in the provinces. So it was bound to happen that the 
old mendicant attiiude for doles would be sui)erseded and they 
would have the active ])artioipaiion of ilie different provinces and 
states, all with ecjual rip'his, in a fed( ral l>ody which would 
apportion Ilie sources of exj'endiiuie, but the principles of such 
appf)rtioiiment would lun^e to be (‘onsidert^d. On these considera- 
tions the g^ra.its would be ini])artially considered in a federal board 
of finance like that contemplated by Prof. Thomas. There was no 
doubt (here was a growing* need for funds for what are called 
the nation-building* services in the provincial governments. But 
there was no use on the other hand in denying the other fact that 
the federal expendituie for the develoi)inent of railways, or of 
commercial aviation, or .-scientific* agriculture was also bound to 
iiU'rease in the near future. They ( ould not (mtrust such All-India 
developments to sourcies which were either weakening or which 
were bound to be extinguished, if there was sound public opinion 
focussed on the system of finance. For instance, excise was a 
weakening source, but they were to arouse a provincial instead 
of an AJl- India conscience for ju’ohibitioii. 

But equally there was th? feeling that they should have other 
s(>iu‘(‘es of revenue as for instance the inheritance tax, taxes in 
various forms on unearned incomes, taxes on recreations, amuse- 
ineiits, and even advertisements. Only the other day the TT.P. 
Literacy Committee ])roposed to the Legislative Council a tax on 
recreations. Their expenditure was expanding not merely in the 
provinces, hut also in the central government. There must be an 
increase of expenditure with regard to the nation-building 
departments and they should have free sources of taxation for 
financial adjustment, not merely in the provinces, but also in the 
central government, 
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Prof. Gurmukli Sin^h of Itenares said tliat the first thinj? he 
wanted io put before Ihe ooiiferenee was that the siibjeot of finance 
should he dealt with from the practical stand])oint rather than 
from the theoretical point of view. The question had got to he 
looked at from the point of view of functions that they allotted 
to the various governments. The next point which he wanted 
to mention was that as far as his study of federal constitutions 
went he did not find that there was that tendency to which 
Prof. Gyan (diand referred. The same source was tapped by 
different authorities, rather than that the federal government was 
being given more and more, and that grants were given to the 
provincial or state governments. The conditions in Germany were 
unfortunately very peculiar because as a result of the war the 
G(*rman Government had to pay large amounts of indemnities to 
the various allied govemments. It was for this reason that the 
Weimar constitution placed all the resources at the disposal of the 
federal government for the time being. The (|uestion in India 
was whether there should be a sharp division of sources of revenue 
between the federal or the central government and the state or 
provincial governments or not. Every one would ncrrec that if 
they could possibly maintain a sharp division i1 would be better. 
It would be complicating the situation less, if they had special 
sources of revenue for the provincial governments and special 
sources of revenue for the central government. He personally 
felt that there would have to be some division to a certain extent. 
There would have to be a certain division in the case of the income- 
tax, and a large part of excise would go to the central govern- 
ment hut the licensing fees would remain with the provincial 
governments. Whatever they might do it would certainly 
necessitate the imposition of fresh taxation. Unless and until 
new sources of taxation were devised they would not be able to 
undertake all their schemes. Loans were absolutely necessary for 
development purposes. Then there was the question of giving 
grants and yet retaining provincial autonomy, and it was a very 
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funda mental question if suoh a scheme were at all to be considered. 
From liis study of constitutions he had come to think that it was 
a very difficult affair. Rospor^sible ^^overnment did mean control 
of finan(‘es by the leg*i si attire, and if the more importtint sources 
of income had ^*ot to come from the central ^>'overnmeni , Avhere 
was the (*ontrol of jirovincial gtit^ernments over their sources of 
revenue!^ He personally thou^'ht that the most important source? 
should be under the control of the provincial leg^islatures and they 
should not f>'pt them from outside. 

Prof, 7\aji (Bombay) said that t])t‘ in(‘ome-tax on ])ersonaI 
incomes slionld be provincial, but he did not see how or why the 
excise should be handed over to the (*entral <rovernment . If 
prohibition was their ^'oal, the centra] government would not in 
any way help them to attain it. It would be only provincial 
"•overnments which would take them nearei* that g'oal. If they 
wanted prohibition excise should be a ynovincial subject and not 
a central subje(*t. They oug*ht to be concerned more Avith the 
provinces, because the provinces Avere doing development work, 
and if India Avas to develop it AA-as the provinces that ought to 
haA'e enough revenue, and not the central goA^ernment. 

l)i. Pant (Pncknow) said that they AA<‘r(' m)t discussing Avhat 
type of goveinmcnt India Avas to have in future, and maintained 
that it was jiossible that clean-cut finamn'al arrangements (‘ould 
be made betAAeen the provincial governments on the one hand and 
the central government on the other. One point that stnick him 
was that during the discussions no speaker had touched the point 
of leakage. A large amount of wastage AA^as going on especially 
in the loca^l bodies. His oavu experience avus that the Lucknow 
municipal board wasted six annas out of every rupee that it 
collected. Tlie country had reached the taxalde limit and no 
new sources (‘ould be tapped, and if they Avere tapped they Avould 
spell disaster to the people. The central and the provincial 
governments had to learn the lesson that they had to cut their 
coat according to their (doth. No syieaker had so far suggested 
F. 52 



716 


REPORT OF DISCTTSSIONS 


that there was a very great need for drastic retrenchment and 
j)r()pei“ ex])eiidit.ure l>oth in the central government and in the 
proviindal governnieiits. We should not care what happens to 
the (*entral government , which should look after its own affairs. 
We are entirely concerned with provincial governments, which 
are in charge of the nation-building activities, which are being 
starved for lack of funds. 

The central government vspent a vary large amount of its 
money on unproductive items and it ought to revise its expenditure, 
l^hey had not considered the large amounts that the lo(‘al l)odies 
were piling up hy taking loans without any intention of paying 
tliem ])ack. The local bodies always exj)ected that the govern- 
ment would never claim the amounts hack. The government 
always made this a ground for interfering with the management 
of local l)()dies. He thought that more money should he provided 
tor the nation-hiiilding departments under the provincial govern- 
ments, than foi' tile un[)roductive expenditure of the central 
government. 

Prof. V. (i. Kale of Poona said that in the provinces they 
had a (‘ertain amount of influence and power though they had 
not got jirovincial autonomy. In (he central government they 
had no financial power at all and to his mind (his was the reason 
why tliev wanted the central government to look aftei; its own 
alfairs. They were more concerned with the nation-building 
dejiartnieiits of the provincial governments. He thought we ought, 
to visualise a system of things where we would get power even in 
til., conti'al {?oveninicnt. There was a good deal of room for 
retremdiment and eeonomy in the military expenditure of the 
Government of India. Secondly, we were all in fa,vour of prohi- 
hition and that had been made abundantly clear. He remarked 
that some people were in favour of the transfer of excise to the 
central ^n.vernment in or.ler to brinjr pressure to bear upon that 
government to reduce the military expenditure. But as practical 
statesmen and as practical economists they bad to see whether 
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that could be done in future or noi. Even in the central povern- 
ment their rejnesentativcs were likely in tlie future to be in the 
same position as they were in the provincial governments to-day. 
Therefore the problem of Indian finances was very closely associat- 
ed with the problem of India’s constitutional development. They 
could not sepaiate the two things. It aJll depended on what 
functions were to be performed in the central government and it 
also depended upon who was going to contiol the expenditures of 
the. central government. It, as he expected in tin' very near 
future, some real power were to be placed in the hands of the 
rejiresentativcs of the people, in the central govevnmeiit, it would 
be a practical proposition to reduce military expenditure to a 
certain extent. 

Another jioint was that there was nothing like sei)aration 
associated with clear division. Tliat idea was given prominence 
because it. was intended to give some sort of autonomy only in the 
provinces, and nothing was to be done with regard to the central 
government. Therefore, those who were in favour of complete 
separation were in favour of full provincial autonomy. They 
ought to expect not only provincial autonomy, but also more 
power in the hands of the central government, and conse(|uentIv 
they would be able to control both sources of revenue. He did 
not think there was anything wrong in dividing the sources (d 
revenue provided the autonomy of the provinces and the power 
of the l(Mul legislatures was not curtailed. These two things 
could be reconciled. So far as excise w’as concerned some sort of 
arrangement could be made by means of which the two sources 
could be divided. Similarly with regard to the income-tax they 
could make an arrangement. It could lie divided so that the 
needs of the various provinces could be met. 

It was very important that the question of the backward 
provinces should be considered. At the time of the Montagu- 
Chelmsford reforms also that point was taken into consideration 
and it was laid down that no province should start upon its new 
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(*areer with a deficit hiidg-ei. Something* of that kind would have 
to he done even now and therefore the so-called doles might be 
necessary for a time. The objection io the ddles was that the 
proviiKnal governnienis did not know what they were getting and 
for what jiUiposes the amounts ought io be ex].ended. The objec- 
tion was to the uncertainty about the doles. Tf that difficulty 
(*ould be got over there ought io be no objection to the vso-called 
doles. Therefore, tlie position of the backward x)rovinces would 
have to be met in that way. 

With regard io loans he was of the opinion that a country 
whicli wanted to develox) its lesoun'es would have to rely upon 
loans. Dut they musi not forget the faci that they were piitiing 
off the ex])endiiure only for a few years more, because ultimately 
loans would have to be repaid. Tliat fact ought not to be ignored. 
A loan was no exemption from payment and ultimately it would 
have io be repaid together with interest. He though i there was 
more harmony than ditfereji(‘e of opinion in the discussion. 

Mr. Shahani replying io the debate on his Paper, said ihat 
segregation of sources of im'orne was absoluiely necessary for the 
XU’ovincial g‘overnments as sej)araie from the central government. 
The citizen gave his allegiance to both the governments and the 
functions were separated. If there was to be a division of income 
in any depaidment, who was to l>e the determining authprity? If 
the sources ot income were absolutely separate between tlie central 
government and the provinces, then, and then only, could there 
l>e the strict responsibility of the executive to the legidature. 
This is what the Bombay (Tovernment called political consid(U*ation. 
Then only could there be a development in the direction of 
peil ianientary lesponsible government, finder such an arrangement 
there would be no doles or subsidies to i)rovinces. 

Theie would l>e a i‘leuu-(*ut arrangement, a segregation of 
sources of income, and no division of heads at all. Talk of prohi- 
bition in the provinces was mere (‘umouflage. When from one 
side came in the smuggler, from the other side came in the illicit 
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distiller, iiiid from the third side came in the importer of toreig:n 
liquor, what prohibition could there be? Let them g’ive it to the 
central n()vernment, and let it be arranged. Drink was a vice 
pcrtainino* to all and then the Indian States had j^’ot to be 
(*onsidered. 

As regards the inc-ome-tax as a siitficiently elastic source of 
income in the provinces, he had emphasized the importaiu'c of 
landlord in(‘omes, that huge untaxed inc'.une of the landlords, 
without which the income-tax (piestion was c fraud. 

Prof. Thomas rei)lying to the debate on his Pai)er, said he did 
not disagree with the previous speaker as legards the separation 
of revenue resources in tlie country. But when it came to a 
matter of completely water-tight compai'tments lie disagreed witli 
him. He did not think there was any precedent or possibility 
of it. In the United States of America various taxes were being 
raised as central taxes and grants-in-aid were being given to the 
various departments and be did not think it weakened the federal 
idea at all. Everywhere they found a tendency towards greater 
control by popular rejireseniatives in the central government, 
lie was a fedeialist like anybody else. To set ui) a central board 
for the distribution of finances would not weaken the federal idea 
at all, just as the loans board and such other boards were not 
making Anstralia less a federation. lie was not at all for keeping 
up armaments, Imt the question was whethei* they were in a posi- 
tion to reduce the military expenditure immediately. They 
required more and more coordinating agencies, and development 
services could only be properly coordinated by the central govern- 
ment. He was as much interested in the provincial governments 
as anybody else, but that was no reason why they sliould not give 
the same kind of resources to the central government. 

Prof. Joshi replying to the debate on his Paper, said that it 
19 crores of exitise revenue were transferred to the central govern- 
ment, and if they told that' government that it was a dwindling 
source of revenue, and that, if publh* opinion compelled them. 
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they should adopt prohibition within 10, 15 or 20 years, and that 
within that ])eriod they ou^lit to reduce their military expendi- 
ture, the central government would be in no way worse. Now 
the provincial governments always considered the revenue aspect 
of tlie ])rohibition (juestion and therefore they could ip)t 
rightly consider the social aspects of prohibition. That was why 
he wanted to transfer excise to the central government and leave 
it to them not to disturb their budgetary arrangements for the 
present, but to (*ontiiiue their policy and adjust their expenditure 
in a(*(*ordance with its diminution after some years. He thought' 
the railway surplus was no real surplus at all. Much had been 
s])ent on railways A\’hi(*h was not to be found in the (‘apital ac(*ount 
at all. Ihe railway surplus of to-dav was a misnomer. If they 
(‘ahuilated the interest charges, at the rates at which loans were 
raised, they would get a very startling total of 300 crores, which 
the taxpayers had spent all thcvse years, before they could discover 
a method of getting a commenual return. The interest on 300 
crores would come to 15 crores, and then they had also to consider 
the iiroportioii of the working expenses to gross re(‘eipts. There 
was not a great deal oF joom for retrenchment in this direction 
except in the B. B. & C. I. B-ailway so far as he was aw^are. 



JJISfMTSSTON ON TIIK TIIEOKY OF DISTIM HTTTION 

Paper hy Mr. K. P. Madifavv op Mysore 

Mr. Sliastii of lieiiares said iliat tlie (luestiou of distribution 
was associated with the question of value. Tu all books of 
economies the first topic was production and distribution t*ame ai 
the end and they were led to think that distribution was more or 
less dependent upon tlie factors of production. Value depends 
uj)on the equilibrium oi supply and demand, l)ut at the same lime 
wi) cannot forget that value depends upon etfe(‘tive demand which 
depends to a o*reat extent upon distribution of income. If income 
was more evenly distributed the relative value of thin<»‘s would 
be altered, and the nature of economic organisation would alter 
relative A^alues. As in Bnmania, so also in Eussia and India 
most people produ(‘ed only such (umimodities as were consumed 
by themselves or by others in the same country, and they were 
not i)roducing* many commercial commodities tor the market, 
(ireat Pritain was mainly an industrial country and was able to 
sup})ort a larg'e population because of the exc'hanf^e that now 
prevailed. If people in India consumed what they produced little 
surplus would be left to »o out of the (*ountry and in that case 
there would be ^>*reater economic welfare. At present industrial 
(‘ountries were better oif than afrricultural countries, but it was 
because of the unequal distribution of capital. If there was 
a more equal distribution of capital, he was sure that the relative 
value of things would alter and that a^ii cultural countries like 
India would he better off. 
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Mr. Gyaii ('hinid said the mover had pointed ont that in point 
of distrilmiion an element of so:‘ial surplus was becoming*' more 
and more imporlant. It was not possible to measure the eontri- 
bution whieh eaeh individual made to ihe total soeial dividend, 
and alon^ with that one had also to come to the conelusion that 
social ()r<>anisa1ion and social heredity played a very important 
part in determinings the vshare of the personal distribution of 
wealth. Social heredity lirought with it the (|uestion of social status 
and social psyclmlog'y, and therefore in the income of each one 
of them there was an element of social surplus. They earned an 
in(;ome on a(‘count of the working of a particular social vsystem, 
and it they wanted to bring about e(|ual distribution of weUlth 
tliey should shift their ground, and try to bring about distribu- 
tion cor]es])onding to the needs of th(‘ individual. Family 
allowances, discriminative taxation, and maternity benefits, — all 
these new reforms which had been introduced weie an unconscious 
definition of the fact that it was not possible to measure the con- 
tribution that each individual made to the total income ot the 
community. Therefore, in personal distribution they must shift 
their ground, and sav that “ each ac(*ording to the needs ” ought 
to be the best way ot distribution. If social surplus was more 
im})ortant than individual contribution, then all these various 
devices that were being adojited were (*alculated to bring about 
a different distribution of w^ealth. TIow’ far they (*ould go in tlie 
present ('ircumstan(*es in bringing about a different distribution 
of wealth was a very difficult (piestion and it must depend upon 
the (drcumstances of each case. • The wdiole world seemed to be 
driven towards this goal, and if they adopted it in its entirety, 
they would be able to establish the order of things wdiich Russians 
WH^re working for. What (^lay called an “ authoritative element ’’ 
in distribution had got to play a imndi larger part in the distri- 
bution of W’ealth, and the g^oal in view’ must be, “ from each accord- 
ing to his capacity and to each according to his needs.’' In 
personal distribution individual contribution did not matter so 
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much. That could be done through an organised agency like the 
state or corporation. Collective organised effort was necessary 
in order to bring al/out a redistribution of wealth, and that seemed 
to him to he the modern trend of theorv as well as practice. 

Dr, Radha Kamal Mukerjee said <hat the distribution of 
wealth in modeC^i capitalist society was governed by two funda- 
mental institutions, — the institution of private property and the 
institution of traditions and customs of competition. The new 
methods introduced in the luws relating to piivate property and 
regarding the laile of competition in modern social life were chang- 
ing, and thes"' changes had gone on pari pa.^u with changes in the 
social and the civic conscience. I'hey were on the eve of important 
changes in these fields, changes which were themselves reacting, 
not merely upon the modification of institutions which governed 
wealth, but even the very values which underlay such distribu- 
tion. In agricultural countries the distribution of income was 
governed mainly by the system of communal landholding, and 
by a crop of communal practices and usages relating to land and 
the use of water for pui-poses of agriculture. In all agricultural 
countries the institution of village common lands, as well as the 
exivStence of village common funds, and a variety of communal 
practices and usages in relation to common villag*e expenditure 
served to^a great extent in removing the causes of the disparity 
of wealth and of opportunities amongst the masses of peasantry. 
The distribution of agricultural wealth in this country was left 
to a large extent to customary law and to communal traditions. 
The whole question, whether they should have peasant proprietor- 
ship, state landhirdism, occupancy status, or free mortgage and 
sale, would be determined by the consideration of what form of 
distribution of interest in land was most calculated at present to 
bring about the most effective and constructive farming. He 
agreed that the economist, moralist, statesman and the educator 
must all solve this problem.' 

Mr. C. D, Thompson first of complimented Prof. Madhava 
F. 53 
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on his Paper and said that one or two points seemed of special 
interest to him. Kecont economists and in particular Wicksteed 
and Clarke heliered lhat whenever each agent of production 
received the marginal net prodind. of his labour the whole product 
would l>e consumed. The whole product would be exactly, justly, 
and equitably distiibuted if everyone received his marginal net 
product. Put going a little further in mathematics, and investi- 
gating Ihe i)ossible productive functions, it was found that this 
is not at all ceiiain. Tt might be possible for everybody to receive 
his marginal net product and still there would be a surplus left 
over to be divided, and so there would always he some scope for 
politics, which would have to come in and decode how the surplus 
was going to he divided. They had come to realise that the 
marginal net product must be the maximum and could not be 
ibo minimum, that there was a minimum which was represented 
by the short period supply prices, and that there was some sort 
of long period cosi of production around which the actual 
remuneration of the factors was likely to fluctuale. 

The other point which interesied him was the question of 
productivity and incenlive. Mr. (lyan ('hand expected that they 
should take from each according to his capacity and give to each 
ai cording to his wants. TTe personally could not accept this. 
They were going in the direction of more equal division. Professor 
Pigou had proved lhat when wealth was unequal they should 
give to the poor to stimulate ])rodiictivc efficiency on their part; 
and he had shown abundantly that such transfers by means of 
progressive taxation would increase economic welfare. But this 
did not mean they vshould take from every one to the limit of 
his capacity, and then give to some one to the limit of his wants. 
There was danger that they might decrease the total while increas- 
ing the shares or im^rease the proportion without at the same time 
increasing the portion. 

The greatest problem was how much incentive was necessary 
to get men to produce, and the question was whether a man like 
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Ford Fad really produced that much. He considered that the 
men who were the first in an industry received prizes out of ail 
proportion to their ability, but nevertheless the captains of 
industry got part of that proj^ortiou out of their abiliiy. They 
had the courag'e, enterprise, and a^ll the other intellectual abilities 
necessary for that enterprise. The question was whether the por- 
tion of all the little people would not be less if these captains of 
industry had not been in existence. It was said that Ford had 
actually created for society far more than he had taken, ilathe- 
maticians could show' them where to look for the solution of the 
question. There must always be some adjustment of the surplus, 
and they did not yet know how far they could go in handing 
over weailth from the rich to the poor without entirely injuring 
the whole ec^onomic efficiency of society. 

Mr. Madhava replying io the debate, said that the theory of 
Marshaill as regards marginal productivity received modification 
almost every moment because it was so difficult to arrive at the 
proi)er figure. In fact, society had provided checks to the over- 
domination of the theory of marginal productivity by institutions 
like trade unions. The factor of inheritan(‘e was most important 
and they received dilferential benefits tlirough inheritance, and 
he thought there might he a case even in the e<‘oiiomic. field for 
continuity of policy in regard to matters of inheritanc^e. He 
would not level up or level Jow^n the factor of inheritance, but 
that would take them on deeper into another subject. The induce- 
ment tor saving and for accaimulation of (*apital for future pro- 
duction was quite essential and no theory of distribution could 
neglect that element. 



DlSOUSSlON OiS TllK THEOEY OF BARTEll 
AND EXCHANGE 

I’Ai'Kn j»Y Mil. K. B. Saha of Dacca 

Mr. K. B. Madhava said that the price was the rate of 
ex(!haiige of one utility for another utility, though concept of the 
denominator had differed from time to time. Marshal di 1 make 
a certain amount of confusion and it was the economists of Italy 
who later clarified the ideas that were current at that time. The 
difficulty of Marshall in fact was to distinguish between the more 
or less stable equilibrium that was attained in money exchanges, 
and the unstable or dynamic equilibrium that would correspond 
to the case of barter. The second contribution that had evaporated 
was the distinction between the theory of barter and the theory 
of money exchanges, which might be called a queer conception 
between the rival and complementary exchanges. The theory of 
baiter w^as the theory of rival commodities. The product that 
was being given away was more or less for the moment at the 
time of the exchange a certain kind of rival commodity, but the 
time had come to make no distinction between this rival commodity 
and a complementary commodity, namely money, which was a 
common denominator and possessed the necessaiy unit of utiHtv. 
Secondly, it was really the confusion lietween the complementary 
and rival products and the instability of equilibria that led 
Marshall to think that there was some difference in regard to the 
prices as determined by bai-t-er and as determined by exchange. 
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DISCUSSION ON THE CONCEPT OF THE 
KEPEESENTATIVE EIBM 


PArER jiY Mr. Amiya Kum^yr DAs-CiurrA of Dacca 

Mr. B. G. Bhatnagar said lie had always believed that there 
was absolutely no need for the introduction of the idea of 
“ representative firm,” in addition to the large number of terms 
that we liave already got bn’ contusing students and the average 
person while studying economics. But that seemed to be the 
favourite method by which mosi of the students of economics who 
claimed some originaliiy seemed to justify their existence. There 
was the representative firm and there was the marginal firm and 
in economics each one used the term in his own way. The reason 
why Marshall wanted to introduce the concept of the representative 
firm was that in the long ])eri()d they would have the marginal 
firm which would liave no profits at all, a representative firm being 
one which was neither just on the margin making no profits nor 
at the to»[) making liuge profits, a firm whicli was just somewhere 
in the middle making average profiis. They would not really 
get much help from this conception of a representative firm in 
the determination of prices in the long period of a certain commo- 
dity. The idea of a representative firm was a thoroughly super- 
fluous idea and it did not help them in getting over the difficulty 
of making average prices equal to the expenses of production. 

Prof. Thomas said that he did not agree that the represen- 
tative firm was useless. In all sciences they required some 
technical concepts which would guide them in keeping in mind 
the general nature of business, and particularly in industries 
where they had firms of different g^des, and there was certainly 
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a necessity for having* before them some idea of averag*e firms. 
There were averag*e firms which were neither struggling for exist- 
ence nor thriving with large profits. The marginal cost of a 
representative firm was nearer the price of a commodity than when 
they spoke of a marginal firm. As a matter of fact the whole 
theory of value required to be overhauled in view of certain 
discoveries made recently. The idea of charging what the market 
would bear was much mure valuable tliaii the idea of marginal 
firm. In the case of most articles the prices did not go up to the 
cost of production of the marginal firm and the real factor was 
what the market would bear. He thought that the conception 
of a representative firm would help us in finding the cost of 
production of an average producer. In fact the price was 
determined more by the capacity of the market to bear it, than 
by the cost of the representative firm or the marginal firm. 

Mr. Doraiswamy ryengu]* said they should (onsider why this 
notion had been introduced and of what help it had been to' 
students of economics. ^Jliey w*o\ild find commodities the production 
of wdii(*li w*ould be governed by law’s of increasing returns. In the 
case of constant returns there w’as something specific. In a 
marginal firm there w^as the marginal vtmt of production to wdiich 
the prices tended to be equal. There w as thus something s])ecific, — 
namely tlie marginal cost of production, — in respect of commodi- 
ties the production of whic^li would Ije under conditions of diminish- 
ing returns. Their difficulty started when they had to determine 
the prices of commodities that obeyed tlie laws of increasing 
returns. AVhen they talked of the law^ of in(*reasing returns they 
might be induced to say that prices tended to be equivalent to the 
cost of production of the most efficient firm. But that was not 
right, for they would find in the world that, even where the law 
of increasing returns operated, different firms were managed with 
diffeient kinds of ability and yet lived together, so that there was 
nothing paralllel to the marginal cost of production wliich helped 
them with reference to a diminishing cost of industry. That was 
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why the representative fiiin (‘oucept had been brouj^ht into the 
field, not for merely overload inn: economies, but with a view to 
meeting’ a specific diflicultv. There it was that this was useful, 
because if for instaiu’e in the case of commodities that ol>eyed the 
law of in(*reasing‘ returns one firm alone produced commodities 
for the whole w rid, then Ihey would have monopoly. But as a 
matter of fact in various industries like iron and steel they had 
diiferent firms. Then the quesiioji arose as to the (‘ost of which 
kind of firm the pri(‘e of a commodity a])pr('ximated. If they 
said thal Ihe price a])proximated 1o the (‘ost of the most efficient 
firm then the^’e was no place for other firms. Tlierefore with a 
view 1o give some help to the understanding of the causes that 
o])erate in respe(‘l of the pric^es of commodities of that description, 
]\larshall felt thal an abstract (*oncept was nec’cssary which they 
could utilise in all descri])tions. He found that actually taking 
inlo accounl the condit ons of different firms there were a few 
firms which obeved the law of iiKTeasing* returns and a few 
struggling firms which did not make any profit and which at the 
first touch of diffi(*nllv wenl to the wall. Tlierefore with a view 
to help forward the determination of the prices of such commodities 
a concept like that of a repiesentatiA^e firm managed with average 
ability was enlisted. Tf inonopolv alone were to exist, they need 
md require a representative firm concei)t. 

>]lsf Deccmher, 

Mr. Thom})son said that economic theory had not yet com- 
pletely digested the idea of decreasing cost. Prom the time of 
Malthus every ore of them had based almost all their theories on 
diminishing returns and increasing' cost. Although Senior made 
a very strong point of incj-easing returns and believed that decreas- 
ing cost was almost always possible, yet the other economists went 
on in same way, and along with him based their theory of value on 
constant increasing costs. .Recently economic theory had hoen 
luiTing a very bad attack of colic ip trying to digest the i^ea of 



730 . 


REPORT OF DISCUSSIONS 


the decreasing cost. Marshall made the first attempt to digest 
it in his discussion on monopoly. He discussed completely various 
cases of decreasing cost and the point to be noted was that he 
used average cost in discussing monopoly, whereas in discussing 
competition he used marginal cost. Carver wanted to separate 
entirely the laws of diminishing and increasing returns. He 
wanted to make them mean one thing' and the laws of increasing 
and decreasing economies to mean another thing. Davenport 
had tried to get around it by not saying anything about increas- 
ing (*ost or returns and decreasing cost or returns. He spoke of 
the laws of most profitable propoiiions and the laws of most 
profitable size. He again divided both of these into static and 
dynamic laws, and laws of monopoly and competition. Pigou had 
made a good many efforts to uphold those ideas of Marshall which 
were most attacked. He liad not quite upheld the idea of 
consumer’s surplus, but he had tried to support all the conclusions 
that Marshall came to by the use of this concept, and in his last 
edition he had tried to uphold the idea of a representative firm by 
his new concept of the equilihrium firm, which, however, differed 
a little from Marshall’s representative firm, in that it was not 
so much a typical firm or an average firm. Pigou had changed 
the chapter in which he dealt with these ideas in each edition and 
they should honour a man who was brave enough to say that he 
had made a mistake and to admit the criticism of his younger 
contemporaries. Pigou now wished to stop talking about decreas- 
ing or increasing average cost or decreasing or increasing marginal 
cost and to introduce what he calls decreasing and increasing 
supply pri(*es. This supply price follows the average cost until 
this reaches its minimum and then follows the marginal cost. It 
seemed to him, Mr. Thompson went on, that perhaps part of the 
trouble was that practically in all industries the cost was first 
decreasing up to a certain point and was then increasing. Pigou 
had said that the tendency wns for the cost always to be at the 
lowest point. So in this way he had rehabilitated the idea of the 
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representative firm. He did not (]uite see how there could be 
equilibrium between one representative consumer and one repre- 
sentative firm, as su^j^ested by the writer of the Paper, because 
one rei)resentative firm would surely supply for at least 10 or 12 
representative consumers. 
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DISCUSSION UN MARKETING 

Pai’ers liY Messrs. S. G. Beri (Dhawar) ajsd 
K. C. Hamakrishnan (Madras) 

Mr. B. P. Mukerji of Lucknow said that Mr. Beri had 
recounted all the sins of which the middleman was capable and 
had given them a fairly accurate statement of the defects of their 
marketing organisation. The market committees looked after the 
regulation of prices and weights and they were exercising a certain 
amount of check over the people who were carrying on these 
transactions, — the buyers and sellers. The market c*ommittees 
were merely a sort of negative control but something more than 
mere negative control was necessary to improve the marketing 
organisation of their (country. Mr. Beri had very well pointed 
out that the agriculturist required finance, not only at the time of 
maikcting, but also some time before. His investigation in Bihar 
also led him t^ the same conclusion. They should give the agri- 
culturist the necessary finance during the cultivating season as 
well as at the time of marketing. That was done to a certain 
extent by the co-operative sales societies, but their operations 
were on a very small scale and they were not sure of the loyalty 
of their members. Eificient management was at a discount, and 
they were too small to appoint or retain good managers. They 
vshould push on this co-operative principle on a wider scaile. These 
societies, small as they were, were uot capable of carrying on their 
work on a wider scale by appointing efficient management. He 
was, therefore, in favour of co-operative marketing organisations 
spread ovor a definitely large area, carrying on business in one 
kind of produce or a number of products, like multiple sales 
societies. The whoile village organisation could be made the unit 
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of the marketing organisation. The representatives of each village 
might form the committee of management of this marketing 
organisation. They might modify the law to a ceiiain extent, 
and infuse some amount of compulsion to strengthen the hands 
of these co-operative organisations, by laying down a law on the 
same lines as Ca ada, South Africa, and Queensland in Australia 
had done, — either by a five years’ contra(*t with the members, or 
a contract whicli was enforceable in law, or by enacting some 
law by whicli no sale would be valid unless it was done through 
some organisation. This law was already in existen(‘e in certain 
paris of Sout^> Africa. No man was allowed to carry his head- 
loads on motor lorries or Ixiats, *v^hich did not bear a certificate 
of the association as regards the weight, (juality, and price of 
the goods. If they (*ould have some such regulation in this 
country, that would be more effective than mere control of markets, 
or control through these co-operative societies constituted as they 
were. These village market organisations (‘ould be linked with 
the wider market by means of district organisations and divisional 
organisations. The district organisations could retain efficient 
managers, who would engage coiTespon dents to study different 
markets all over the country. If they had sindi an organisation, 
a village organisation would be in toindi with the remotest organi- 
sation in India and would not suffer by any defect in the organi- 
sation due to inefficiency. 

Principal Tannan said that in the first place the (!o-operative 
sales societies found it difficult to get that quantity of produce, 
for which they could engage efficient salesmen or managers; and 
therefore the first difficulty was that unless they got an adequate 
number of villagers or cultivators, bringing their produce or sell- 
ing their produce to them, it was not jiossible for them to carry 
on their work jiroperly, and that depended upon the loyalty of 
members. The loyalty of members was not likely to come into 
existence unless people w^ere better educated. Really, the diffi- 
culty was th£^t the cult^vatofs wwe not edugafe^. They did ftot 
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realise the advantages of joining these co-operative sales societies, 
and therefore they were not in a jrosition to get a large number 
of i)eo])]e selling their produce through them. They should cer- 
tainly educate the people and try lo make them join such co- 
o])tuative unions and societies. 

Another dilficulty standing in theii* way was that there were 
not ])ioi)(^r {arangcments for the grading of the produce. The 
villager did no know to which particuilar grade his produce he- 
hinged and therefore he was left to the mercy of the buyer, and 
it was the buyer, who was etiicient and capable, that had the 
advantage. If they tried to make proper arrangements for the 
grading of jmoduce, he thought the (o-operative sales unions 
would work better. 

The third difficulty wdii(h stood in the way of the sale of 
the produce of the agriculturist w’as that there w^ere no proper 
warehouses. If the villagei* brought his produf'e into the market 
he had got to sell i1 that very day or the following day. If 
the nuinher of buyers w^as small or there were none, he 
had no arrangement by wdiieh he eonld w^arehouse his produee 
and go l)aek and wait for some weeks. What they wanted wuis 
warehouses which were licensed and which were able to give 
receipts. 

There were certain other difficuliies also. For instan(*e, there 
was the diffieulty with regard to fhe financing of these sdes 
societies, hut he was not sure whefher this difficulty was so great 
as Mr. TIeri seemt^d to imagine. Th(ue was no doubt that there 
W’as some little difficuliy, hut the solution of the diffieulty was 
not the one which had l)een put fonvard by Mr. Perl, — that part 
of the Government cash balances should he handed over to the 
distriel co-operative hanks so that they might be able to invest 
them in the manner in which he had suggested. A good many 

who put forw\ard suggestions of this kind really did not know 

how far the Government w’ere in a position to let those balances 

be invested. Thev had not an idea that those balances were 
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kept by the Government in the nature of cash reserves. What 
they might perhaps suggest was that if they had a reserve bank 
of India, it might be prepared to lend certain amounts on com- 
paratively low rates of interest to the provinci:il banks or dis- 
tri(*t banks, and in that way, of course, sales societies might help 
with the necessoy finances. 

Prof. Kaji said that the coiiditioiis revealed in the Paper 
applied to a greater part of India and he ( omplimented the author 
on giving them a good tyi)e of i.aper. Even admitting his con- 
tention that a free man and a forced man were more oi’ less alike 
he thought there was similarity in this, that both w^ere equally 
exploited. The marketing pioblem was a iToblem that needed 
immediate attention and the subject was so vast that it was im- 
])Ossible for him to speak on all the points,. The difficulties of 
the sales societies had been ].ointed out, and Mr. Beri had said 
that the loyalty of the members was essential. Sales organisa- 
tions could enforce that members must sell through those organi- 
sations. This was being done in Guzerat, and they found that 
loyalty had becnnue almost automatic. Wlnm there was a penalty 
which could be enforced by arbitration, there they would prevent 
any inducement to a man to go outside. They made the man 
stick to the society, for otheiwise he would be worse off by having 
to pay the penalty. 

As regards a multiple sale society, he thought they could 
not think of expert management when they were dabbling in 
several jjroducts. A general purpose society was possible, but 
the co-operative department mu Ft encourage sales societies, and 
if the promoters convinced the registrar and the department that 
it would be in their interest to have aueh a society, he did not 
think it would be prevented. There were 'fi0,^000 or 70,000 co- 
orerative societies in India, but they had left m’^rketing in the 
background. Tt would have been wiser for them if they had 
from the beginning of ^this century started on the path of co- 
operative marketing, rf^ther than on the path -of .co-operative 
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credit, which by itself had not done the good that they wanted 
co-operation to do for the agriculturist. 

He wanted to emphasize the question of management. He 
certainly did not agree with Principal Tannan, that the (J^overn- 
ment need not give those funds which Peri referred to. 

While Government took away the money from the village through 
the post office savings l)anks and in other ways, there was no 
reason why they should not release that money in improving 
marketing* facilities in villages. He thought that the improve- 
ment of the godown facilities was one of the chief things that 
they should concentrate upon. Fnless there were enough houses 
to store the goods they would not be able to enter the paths of 
co-operative sales as they wanted to doi. 

Mr. B. G. Bhatnagar said he also joined Mr. Kaji in congratu- 
lating the writers of the two papers, as they had given them 
some idea of the actual conditions prevailing in certain parts of 
India with which they were faniili<ar. That really added to their 
stock of information about certain parts of the country. If they 
noted the developments of various kinds of co-operative societies 
in the different ])rovinces, they would find that Bombay had made 
the greatest progress in the development of co-o])erative sales. 
They could not really have co-operative sales societies of any form 
of organisation for sale in a locality where they had not started 
the specialisation of a crop. Wherever they had a highly deve- 
loped cotton tract in Bombay, or a highly developed wheat tract 
in the Punjab, there they would find possibilities for good co- 
operative sales. It was certainly very desirable to develop co- 
operative sales wherever there was a ])ossibility for it. But all 
enthusiasts must keep it in their minds that it was not in everv 
nook and corner of the country that it was possible. In Bengal 
they would find that they had very well succeeded in organising 
co-operative credit societies for milk in the city of Calcutta in 
particular. After all, sales societies and co-operative organisa- 
tions of a particular type were developing ip those Ipcalitiei? ^yhere 
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there was any scope for them, and they had to keep in mind that 
good old adage that necessity is the mother of invention. 

Mr. Doraiswami l\engar said that both the papers had re- 
vealed certain interesting points. As regards the prices of com- 
modities that the agriculturist received for his produce there had 
been a good dea" of exaggeration that he did not get good prices 
and that the middleman took away a lot of his money. As 
regards groundnuts or paddy in Madras Presidency, on account 
of the great competition of middlemen and on account of the 
operations of big houses the agriculturists got in a fair way good 
prices, and e specially during the last few years the agriculturists 
in many cases acted wisely in having disposed of the produce at 
the very start owing to fluctuations in jirices. On account of 
the large number of middlemen and the great competition be- 
tween traders, there was not such difficulty in getting good prices. 
Mr. Kaji had pointed cut the difference between tlie free villager 
and the forced villager, l:»s point being that the villager generally 
was indebted, but that his suffering was due fo the heavy interest 
that he liad to pay. The speaker thought that the question of 
indebtedness bad to bo dissociated from the question of prices 
that the villager got for In’s commodities. 

As regards the (juestion whether co-operative credit should 
have been started at all be thought there was a certain amount 
of confusion. Wifliout co-njieiative (*redit and without relieving 
the agri( ulturist of his indebtedness be did not think that any- 
ibing like co-operative marketing had any chance. Even as it 
was, their complaint was tlmt co-operative credit had not been* as 
successful as it should have been. One was bound up with the 
other. As a matter of fact, the papers read to-day had revealed 
this fact that they could not solve the problem of co-operative 
marketing by this method. Tlie fact that (‘o-operative credit had 
not succeeded as much as it should have succeeded was due to the 
fact that the question of . communications and the question of 
education were closely bound up with it. 
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As regards Governiiient balances, Mr. Beri hud pointed out 
that they required financial aid. As regards that ])oint the work 
done by the Egyptian (Government had been quoted. One felt 
that private enterprise was not quite equal to the occasion and 
therefore (Government aid of some sort was necessary. In co- 
operative sales societies, whether it was wheat or groundnuts, 
that which was j.laced in their hands was very soon turned into 
cash and consetiuently the amount of funds reciuired w^ould not 
be very great. He did not think that modern opinion would 
approve of that kind of rigid attitude towards (Government balan- 
ces, though there w’as a limit to be drawn in respect of such 
funds. 

Mr. Beri replying to the debate, said it had been objected 
to by Principal Tannon that CGovernment cash balances could not 
be spent in this fashion. The s])eaker was of the opinion that in 
the first place about 25 per cent of the cash balances collected 
in the district should as a rule suffice for the purpose in view. 
Secondly, he did not think that (Government cash balances which 
were collected very largely at the harvest season were reciuired 
to be disbursed immediately for governmental expenditure. As 
a matter of fact, the money went into the Imperial Bank and was 
laier on spent in the course of the year. At present the Imperial 
Bank got the use of government money free of charge 
and he did not see whv it should not be given to sales societies 
as suggested l)y certain speakers. They could have resort to the 
system of treasury bills which had now become an integral part 
of* the financial position of the Government of India. Prof. Kaji 
had referred to the supeiHuity of legislation to enforce the level 
of prices. But ii had been found that this law of penalty was 
honoured more in the breach than in the observance, and the 
speaker was convinced that legislation on this point was more or 
less essential. As regards multiple societies, he said he had 
clearily indicated his preference to societies confined to one kind 
of produce. He would very much like a cotton sales society, but 
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otherwise he would welcome a society disposin^r of the different 
types of produce thoug'h a particular product niis'ht l>e pre- 
dominant. He had indicated his clear preference for the regulated 
open markets outside villages, as it was here that the cultivator 
had the best (diance to obtain the best ]iossible pri(‘e for his 
produce. 

Mr. Rainakrishnan replying denied that lie had stated that 
the free and the forced villager were equally exploited. He had 
only pointed out that there were a nnnil>er of exceptional cases 
where borrowers w^ere undoubtedly exiiloited. He agreed w’ith 
Mr. Kaji on the question of compulsory loyalty of members. In 
South Africa, Austialia, and Canada, if (iO per ce/it of the farmers 
in a ])lace w^ere prepared to sell their produc? through co-ojierati ve 
societies, the remaining 40 per cent would also be forced to do 
the same. Tt might l>e against orthodox <o-operaiion but they 
had to revise their notions of co-operation. The tendency in 
recent times was to have for the so-(*alled cotton sales society 
('crtain side activities, and it w^as not in his opinion altogether 
impossible to have a few’ other activities. 


F. 55 



DISCUSSION ON LOCAL FINANCE 


pAPKIl JtY Mk. AksHOY KrMAH (tIIOSAL or 1 )ao(\\ 

Mr. floshi: Was there really anything which differentiated 
the lo(*al administrative inacdiinery in Bengal from other ])rovince8? 
He eoiild not imagine that then* was smdi a great deal of difference 
as to necessitate a detailed descri])tion of that local machinery. 
In this country they could not consider local finance hy itself. 
As their financial arrangements stood, the question of local 
finance was closely intertwined with the (juestion of the finances 
of the province and the country. If they tried to take u]) that 
question separately and tried to suggest remedies for increasing 
the local resources, he was afraid they were likely to get into a 
muddle and that was what the paper illustrated. 

He thought that additional taxation might bt' necessary. 
But they should remember their experience during the last ten 
years as to what hajqiened in jirovim^es whenever Ministers had 
made efforts to suggest additional taxation. If they recommend- 
ed additional taxation for ])eople in villages, it was not going to 
be ])racti(nl politicos. Whatever additional taxation they suggest- 
ed, let them not suggest as Ministers in ])roviiK*es had done, 
that it was because the local bodies refused to have the local cess 
of an anna in the rupee increased to two annas, three annas, or 
lour annas, that the local bodies could not get money and that unless 
peo]de learnt to tax themselves for their own benefit there could 
be no progress. They were not going to get anything more out 
of these suggestions for increasing local cesses. Agricultural 
income had to be taxed but it would be made part of the general 
income and the authority which would take the tax on personal 
income would also take this tax as well. 
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Mr. Gyan Chand Maid tlirt Mr. Jo.slii’s poini ot view was that 
unless land revenue was transfened to local bodies, local bodies 
should not think of taxation. They knew that this was inii)n»cti- 
cable under the circuin stances and therefore they had fyot to think 
of sonu> alternative way of develoj)ing the fiscal resources of 
nuiniciinilities and district boards. Mr. Ghosal had discussed the 
question of the transfer of c{‘rtain obligations from the loc-al 
bodies to the ])rovincial governments and he had dismissed this 
jiroposal because the finances ot the local bodies were caj)abl6 of 
great extension. It appeared to him that it would be necessary, 
not in the interests of the local bodies, but in the interests of 
the nation, to tran.sfer one obligation wh;(‘h was now imposed 
on local bodies, and that was primary education. The Hartog 
Committee hail suggested that the central government should take 
greater interest in education and it appeared to him that they 
would have to go very much further and make the central govern- 
ment responsible for the development of compulsory iwimary edu- 
cation within a very short time. Therefore, to that extent they 
would have to relieve the local bodies of the obligation that 
was im])oscd u))on them on finjincing primary education. The 
machinery would have to be devised for doing it through the 
j)rovincial governments and funds would have to 1 m* found by 
the cenkal government. He thought the suggestion for an addi- 
tional income-tax was not practicable on account of the fact that 
the centralised administration of income-tax was necessary, the 
inco*nc-tax being needed for various other purfioses. Therefore, 
they had to think of some other alternative resource. Municipali- 
ties in the Punjab, the Fnited Provinces, and Bombay had got 
octroi and terminal taxes. In Bengal and Madras there was no 
octroi and it apiieared to him to be necessary to introduce a 
turnover tax in municipalities. Germany got IT per cent of 
its total revenue from the turnover tax and was handing over a 
very large jiortion of that to local bodies. He also thought there 
should be the betterment tax in municipalities. As regards the 
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district boards there was very great scope tor the imposition of 
a labour-tax in village rural organisations and he thought this 
would carry them a long* way in developing the resources of 
village organisations. 

Prof. Thompson said he would not care to have so many 
taxes and especially he would not have any tax which interfer- 
ed with business. For that reason he i)ref erred not to have even 
a sales tax). He thought it was ])ossible to get along with some 
sort of land-tax, which was pre-eminently suitable for local taxa- 
tion. This would not tax all the classes as the reader of the 
])aper desired; but if it was thought morally desirable to tax 
other classes besides the landlord classes, he would be strongly 
in favour of having a poll tax whi(‘h could be paid in terms ot • 
labour at the o])tion of the payei*, who could pay either in money 
or by means of labour. By this be did not mean forced labour 
as it used to be. Tt would not be taken by any official at his 
sweet will, but it would be by arrangement at the time when 
the farmers did not find other work to do for their eT*oj)s. They 
would also be taught all the advantages of co-operative labour, 
on the roads, and on other public works, that would be directly 
beneficial to the village itself, so that they would learn not only 
th(* obligation of paying a tax but they would also learn sponta- 
neous co-operation for the good of the village, which they might 
use in a hundred other ways. 

])r. Pant said they had no fresh resources at their disposal 
at this juncture and it was impossible to suggest any new 
method of raising money by taxation. The improvement trusts 
had spent large amounts on unproductive works with the result 
that they had saddled the ])rovince with a very large amount of 
expenditure. The ])rices of landed property had gone down very 
considerably for that reason. He did not agree with Mr. Ghosal 
that double income-tax could be raised. People who got Rs. 2,000 
a year in cities found it very difficult to balance their budgets, 
lie thought that without raising new taxes municipalities should 
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balance their budgets, if they strictly cut down all leakages as 
far as possible. For some time to come municipalities should 
depend upon loans from provincial governments and should give 
up this idea that they had innumerable sources of income at 
their disposal and that they could raise a fresh tax whenever 
they liked. 

Mr. Ghosal replying, said that Mr. Joshi’s criticism of his 
paper was nuire negative than i)ositive in character, his only 
j)oiiit being that additional taxation was unpopular. Taxation 
was always iin})opular and they could never tax people with 
their willing consent. As regards the tax on agricultural in- 
come he thought that the proceeds should go to local bodies. 
He had no objection to the levy a poll tax in rural areas 
except for the fact that it had a had odour about it. He did 
not want double income-tax, but Avanted only a percentage to 
go to the local bodies ('ver and above what was left to the cen- 
tral government. 



DISCUSSION ON THE OPTIMUM THEORY 
OF POPULATION 


PaPKKS JJY ])k. RadHA KaMAL MuKEUJEK (Ijlickliovv) AND • 

Mk. a. K. Nilakanta Sastiu (Chidaiubaraiu) 

Mr. Sasiii (lieiiares) said that the (|uestioTi before tbein 
had two aspects, the general aspect and its application to the c^on- 
ditions of India. Their main business was to understand the two 
conceptions of the Malthusian theory and the optimum. Th(i 

0] )timumists remarked that the Malthusian theory was more or 
less of a fodder con(*eption. The optimum theory was only a re- 
finement of the Malthusian theory and as far as the practical 
politics of the theory went it did not help them to a very great 
extent. It took into consideration a dynamic, state of atfairs and* 
to (alculate the optimum was very difficult. He wished to know 
if Dr. Mukerjee had j)iit forward his own formula. (Dr. Muker- 
jee: Yes, it is my own formula.) Dalton and others had found 
it very difficult to calculate the optimum. In its application to 
Indian conditions they started with the opinion that I;adia was 
overpoj)ulated. This notion was not correct. It was the factors 
of j)roduction and co-operation that they should lay more stress 
upon and not the .amount of population, and they should bear in 
mind that the factor of co-operation was wanting in India, and 
not so much the method of curtailing ])opulation by means of 
birth control and such other methods. 

Dr. Pant said it was fortunate for them that Darwin’s theory 
had been exploded. The population i)roblem was a problem 

1) ulsaiing with life and they ought to discuss it from a practical 
standpoint. He was surprised to hear that India was not over- 
])opulated. The ratio between wealth and the people in this 
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country was not healthy and it was up to them to maintain a 
healthy ratio between the two. There were three methods by 
which they could do it^ — restriction of numbers, increasing w’ealth, 
and the combination of the two. The contraceptive methods 
were veiy costly and were know^n only to the middle classes. If 
any cheaper meti^od could be found' it should be taught to the 
villagers. If they at the same time made an attempt to raise the 
standard of life of the villagers, they would find the optimum 
level very soon reached. 

Mr. B. Gi. Bhatnagar said that he had ahvays felt a great 
deal of faseiUvttion for the writings and speeches of his friend 
])r. Radha Kamal Mukerjee. He fotind that his paper (‘onsistecl 
of tw’o parts: (1) a resume of the investigations and results ob- 
tained cf certain hiologi<‘al writers and (2) the ap])lication of 
those results to the population conditions in certain parts of the 
Gangetic valley. He failed to see how^ an increase in producti- 
vity alone could not produc^c optimum conditions. One w’ould have 
expected that l)r. Mukerjee after making close investigation of 
the conditions of the Oangetic plain would either support or criti- 
cise the statement made so long ago. But here the statement 
was repeated without any statistical evidence to support it. 

Mr. K. B. Madhava said that the subject of the paper intrud- 
ed upon several correlaied subjects. In 1927 both in Europe and 
America considerable attention w^as given to this problem by bio- 
logists and others. One population conference held at Oenevia 
had several discussions on the subject and considered the (question 
in all its aspects and it was only fair to say that they should not 
l<mk at the subject from a parochial or narrow point of view^ and 
come to conedusions which might be correct or incorrect. Any 
matter either in regard to increasing productivity, or variations 
in regard to standard of living, or the method of increase or con- 
trol ha<l got to l>o considered in relation to migrational problems 
and above all in relation to'ihe standard of living. Everywhere 
the optimum was only a relative concept. It w’as a question of 
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certain factors on the one side balancing certain other factors on 
ihe other. At certain times they felt the equilibrium had been 
on one side or the other side of the optimum with reference to their 
own standard of living. Consequently considerable light had yet to 
be thrown on the subject. There was one more matter of personal 
interest. Any gentleman interested in the subject might get into 
(jorrespondence which would be very worth while with various 
individuals like Margaret Sanger. 

4 

In regard to age limits he thought they could not place much 
reliance on them particularly in reference to Indian conditions. 
What they Were actually concerned with w^as the working portion 
of life and the consuming period of life. He did not believe in 
either Sundbiirg or his paj)er in regard to the age limits that had 
been taken. If an organism w’as going to live for a few years 
or thousands of years liow could they apply these data at all^ It 
must have the same relation to the life span of the species with 
which they were concerned and it must be expressed in terms of 
certain concepts rather than numerical figures. The true measure 
of satisfaction or optimum was in regard to the expectation of 
life and he believed in the use of the expectation of life. They 
had also to take into ac c^ount social value and the social utilities. 
He did not think it was worth their while to carry on statistical 
work upon the question of a vital index which was after all a 
certain ratio between the number of births and the number of 
deaths in a certain area. Then they had to deal with the imper- 
fections in the registration of vital statistics. Dr. Radha Karaal 
Mukerjee had got a very considerable stake in the field of eco- 
nomics in this country and the reputation he got he had to share 
with other Indian economists. 

Mr. Gyan Chand said there were two definitions of optimum 
density before them. One was the definition of Dr. Oannan and 

the other that of Dr. Mukerjee. He took it that Dr. Mukerjee 

* 

took it for granted that the highest average expectation of life 
or the maximum economic return could be translated in terms of 
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the highest expectaiiou of life. If that was so, then as Prof. 
Madhava had pointed out, they had g“ot to diseuss the question 
nqt merely from the point of view of economic return but also 
from the point of view of social values. Having* a particular con- 
ception of optimum, they had got io coiiirol population. There 
was mulad3usin7v''iit in the present circumstances and harmony had 
got to be delib(‘rately coni rived. If that was the only use to 
which the optimum could be ]mi, then onc e they began to solve 
t\at (piestion they were in icr a number of difficulties. First of 
all, there ought to be world population figures. Economic con- 
siderations c(.uld not ])ossibly be conclusive for deciding what the 
world poj)ulation should be. There was the white Australian 
])olicy in Australia and other countries were trying to keep out 
immigrants. Though there might be e(‘onoinic considerations, 
still there was something in the point of view which led them to 
adof)v that particular ])oiicv. Possibly MacDougaPs point of view 
was that the Nordic race nad got the best constitution. The opti- 
mum theory so far as the world population was concerned was 
of no use. Then there was the point of view’^ which had been 
presented in the writings of Darwin and the eugenists, w^ho want- 
ed to adapt a national j)opulation j)olicy, not merely from the point 
of view of numbers, but from the point of view^ of quality of 
population, taking it for granted that men belonging to the higher 
classes could contribute more to quality so far as. population was 
concerned. This was a very debatable proposition and no euge- 
nic despot could adopt a ])olicy which might lead to a sound popu- 
lation in a counfry. They wf<Ve indebted to Dr. Mukerjee for 
having brought in the biological point of view. If they took into 
consideration the qualitative point of view then the eugenist would 
have to say much in the matter. He was not in a position to 
suggest any means by wliich they could control the population 
and therefore the optimum theory from that point of view had 
no utility. There might he' harm by deliberate contrivance and 

the motives which had led to the control of population in all 

% 

■ F, 5^ 
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countries were not most of them economic. The standard of Ht- 
in^ was not merely an economic concept in the villap^el. Then 
there was the emancipation of women. It was through tlie family 
that they could control population and there non-economic motives 
were much more important than economic motives, and there 
a^^ain the optimum theory was ahsolutelv of no avail. The popu- 
lation prohlem was not primarily an economic problem . A world 
population based on the optimum theory was a distant dream. 

Prof. Gunnukh Rin^h said that the population prohlem could 
be vieAved as a national prohlem, as an internaiional or political 
prohlem, and as a family unit prohlem. As far as the world prob- 
lem is concerned he personally thoup^ht that they had not reached 
a stapfe where they could talk about it or discuss it profitably. 
No country in the world was prepared to take it from the world 
point of view, and therefore he took it ihat it was not of much 
use to-day to discuss the question from the world standpoint. 
From the national point of view the optimum was of some value, 
because it told them that -fhey could not indefinitelv support a 
lar^j'e number of people in any particular country. The point had 
been raised Avhether the test should be the expeciation of life as 
ur^rcd by T)r. Mukeriee, nr whether if should bo the economic 
standard of life and he personallv felt that the latter was a much 
better test. Roughly speakings every one Avas able to find out 
whether the people were even ^eftinpr enouo'h' to live upon and 
lead a, happv existence. The standard of life went on increasing’ 
and the standard with which people mi^ht bo contented at one 
particular moment nuVfit be different from the standard with which 
Ihey woxild he contented later on. The standard of life was a 
dvnamic conception, but at any particular moment they had the 
idea of what the standard should be, and from that standpoint 
thev could at once find out Avhether a country was overpopulated 
or underpopulated, and from that point of view he had no doubt 
that India was overpopulated. With the present production the 
present population in India was certainly too much to be supported. 
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ihey should increase and improve their productive capacity, 
and also bring about a reduction in the birth-rate, and in both 
ways make the population an optimum, one. 

They had to discuss the question not only from the point of 
view of a jiarticular country, but they had also to discuss the 
(;iiostion from the point of view of an individual, or an individual 
family. Although it might be possible to support a much larger 
population, it was not only the national interests that ought to 
be considered, but also the interests of the individual and his 
family. They had not to look at the question only from the 
national i)oini of view, but they had to look at the question from 
ibe point of view of an individual. An individual person might 
not be ai)le to support even a single child. If they looked at 
it from that point of view, he ])erflonally believed that in any 
case limitation and control would have to come in. The question 
was whether hy that control ihey would do ham to the nation. 
Some jjersons might say that the potential life which was pre- 
venicnl from coming info being might lead to a great genius. But 
they had to take into account whether a man had a sense of res- 
ponsibility and could give a decent chance of life to that potential 
being. 

Mr. K. M. Joshi said that Prof. Mukerjee had given a popula- 
tion rcsugiie of the biological thought on the subject. But the 
biological conception took it for granted that all ants and squir- 
rels were of the same type. It did not allow for the distinction 
of quality between one ant and another and betw^een once squirrel 
and another. Therefore, when they considered the problem of 
population with regard to human beings, they ought not fo be 
led away by what happened to ants and squirrels. He was un- 
able to agree with the expectation of life as regards the size of 
the population. It was mainly the economic aspect that had to 
he considered. Canada and Australia to-day would not have more 
])opu]ation, not merely because they did not want people of the 
brown or the yellow colour, but they did not want even white 
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people. Canada had uniirigated land and wanted agriculturists 
with capital. The United States also put restrictions on immi- 
grants. Australia said exactly the same thing. Mussolini, who 
was now a potential danger to the peace of Europe, was the only 
person who wanted a growth of population in Italy. When they 
thought of population they did not think merely of quantity but 
mainly of quality. There was no point in talking of the standard 
of life in a country because there were various standards of life 
for the various strata of society. In Europe and America, when 
they found limitation ])ractised in family units, the main idea 
was not to live, or to emancipate the women, but the main idea 
was the maintenance of a proj)er standard of life. It was entire^ 
ly the standard of life wdiich the ])eoi)le had in mind in regard 
to the conscious limitation of the numbers of the family. In 
Erance even farmers practised conscious limitation. Even the 
poorer classes of people w^ho in Europe had got into the habit of 
conscious limitation had the idea of the standard of life in mind. 

Mr. Shati said that as regards the piuclical value of the opti- 
mum conception the economics point of view w as one of the most 
important points of view . For that reason as ])ractical economists 
they might continue to attach a certain amount of importance to 
the idea of optimum. He believed that India was overpopulated 
in this sense, — ^that if the population was reduced by deliberate 
means there w^ould be more income per head. It was impossible 
to present any accurate and absolutely reliable statistical evidence 
in this matter. It was possible, for instance, to say that there 
was a great deal of mortality in this country w^hichl wum easily 
avoidable, and it w^as no use saying that it wuis merely due to 
poverty. To say that it was due to poverty wm.s to admit that 
there w^as overpopulation in the country. By overpopulation he 
meant that there w\as a lack of balance betw^een wealth and the 
poor people. If by deliberate means, self-restraint or otherwise, 
the population was reduced, iho income per head would certainly 
be increased in India under the present circumstances. The remedy 
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lo tliis could only be tbroufeh family limitation, and he thought 
tlii« was an instance wliere the individual point of view and the 
national point of view harmonised to a veiy great extent. If it 
was borne in ui)on a large number of families among the masses 
in any country that it was desirable to limit their numbers in 
order to increase their economic opportunities, then not only the 
family but also the nation would benefit in the long run from 
all points of view. France could be taken as an illustration of 
this. In France everybody (‘ut his coat according to cloth in re- 
gard to the size of the family. He agreed with Hr. Fant that in 
reality a practical programme of birth-conti'ol had to be devised 
in this country. He thought tliat some .;ort of discriminating 
propaganda was essential in this country in regard to this matter. 

Hr. Beni Prasad said he had only one consideration to put 
before the conference. In regard to the question of population 
there was one factor which the supporters of the optimum theory 
and the supjioriers of other theoiies had not always taken into 
account, and this was the factor of the nervous strain that civili- 
sation imposed, jiarticularly on residents of large towns. He 
wished to illustrate it by the phenomenon of the decline and fall 
of the Homan Fnijure, because there they could study it from 
the commeneement down to its completion. Now historians 
were t('«[}])ted to believe that the neiwous strain iTn])osed by the 
Homan organisation upon a large class of the poiiulation led at 
last to a decline in its birth-rate. Some scxiiologists had recently 
drawn attention to the fact that the nervous strain of modern 
civilisation might he one factor in the limitation of population. 
As regards the biological data, he thought they could not solve 
a human problem entirely on it. Animal life Avas mainly guided 
by instinct while human life Avas guided not merely by instinct, 
but by reason and conscious planning. This conscious planning 
would always lead them to a right limitation of population. 

Mr. Thomjjson said ho believed that Dr. Mukerjee had given 
them in the expectation of life the best statistical measure which 
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had yet been proposed of the optininin population. He had pro- 
posed that if they considered the numbers of populations appioxi- 
mately at the same grade of economic development, then amongst 
those the one that had the maximum expectation of life was 
probably the optimum i)opulation. The speaker defined the opti- 
mum population as that which liad the maximum income per 
capita, but was inclined to think they could not get a better 
statistical measure of it than the expectation ot life. Of course, 
it was possible that people might say : ^ We shall have a short 

life and a gay one and shall liujit our population tremendously 
in order to have a very high income 2)er capita during a short 
ha})py life.’ Or we might sacrifice luesent pleasures to the future 
of our children. In the long period it seemed to him that the 
maximum expectation of life must coincide with the maximum 
income per capita and, therefore, he was greatly struck with 
what Or. Mukerjee had written in this connection. It seemed 
to him that two or three gentlemen who had spoken had entirely 
mistinderstood th(' idea of optimum ])0])ulation. They seemed to 
think that it Avas the i)opulatioii Avhioh was the Avealtliiest irres- 
pective of the state which tlie nation had leached. That was 
not tlie case at all. At every given stage of development, it was 
the population which could liave the highest Avealth ])er capita. 
If the t)irth-rate Avas greater than the death-rate it seemed to 
hiin fliere Avas absolute unde 7 '])o]>ulaiion, but if the death-rate 
was greater there was absolute overpo})ulation. This was one 
simjile crude test which needed modification and careful considera- 
tion. If emigration was greater than in-migration there was 
relative over-])opulation, but if immigration Avas greater than emi- 
gration there was relative tinderiiopulation. In the TTniied Pro- 
vinces they found districts which re])resent(>d all possible in- 
stances. For exanijile, B'allia is overj)0])ulated in both senses, 
others in only one or the other. If you took the United ProAunces. 
Avhich have had a decrease in population for tAvo decades, if you 
combined with these tests tests sinjilar to those which Dr. 
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Mukorjee has proposed, based on the number of people in different 
ao‘e groups, — he thoii^'ht it quite satisfactory to take three age 
groups and then eoinpare the luiniber of peo])le at two different 
peiiods of time, — yon would be able to find out whether a particular 
district was at its optimum population and wliether it was progress- 
ing or declining. « 

Dr. Mukorjee replying, said tlie criticisms against his paper 
might be classified into two groups. He ]:oin1od out that as soon 
as there was a bad harvest in c district like Etawah or Agra, there 
was an immediate fall in brith-rate, and on the contrary as soon 
as there was a good harvest there was immediately a sudden 
decTeasp of mortality. Ifeither maximum productivity nor the 
highest amount of wealth per ca]>ita could be the criterion of the 
optimuui population, for the very simple reason that the maximum 
]m)dnctivity of a nation in Western Europe might be at the expense 
of the wholesomenoss of large masses of population. The average 
expectaiion of life was the soundest economic criterion. There 
were strong biological and moral reasons for helieving in it. The 
average expectation of life was measurable. It supplied them at 
once with tbe goal of eeonomie life, and a measure of economic 
advance, as well as a test wbieb could be quantitatively estimat- 
ed. There had heen three economic concepts relating to the 
population theory which had heen placed before the conference. 
If there was optimum density as measured by the highest average 
ex])eciation of life, there was also the equilihrium density. 
There was either Iho scourge of epidemics or something else by 
wbieb the population was brought back to wbat they might call 
the stable density or equilibrium. Prof. Tbomj)son bad argued 
that at some time in the near future men might think of a short 
life but a gay one. His replv wa^s this. M'en had a good size 
and were not as small as mosquitoes. The verv size of the human 
organism would he against any possible fear that they would 
w^ant a gay and a short life*. Men would hanker after a: long 
life, and the highest duration of life wf^s the life whioh not only 
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gave a nation the highest productivity, but also the highest social 
and moral virtues. Dr. Mukerjee in conclusion said that in many 
parts of the IT.P. they had reached a stage of overpopulation, 
and he entirely agreed that they as economists should launch a 
vigorous programme of birth-control amongst the masses of the 
people. 

Mr. N. S. Subba Rao, the President of the Association, then 
concluded the c*onference with the following remarks : 

It is now my task to bring the session to a close, and I shall 
not spoil the good impression which I hope I made at the com- 
mencement of the session when I refrained from reading through 
my address, by speaking at length now. Nor is it seemly I should 
speak at length since I am so to speak in a j)roceas of dissolu- 
tion. I believe, however, there is a sort of convention that the 
President should either give a resume of the several speeches 
made in the course of the discussion, indicating the strong and 
the weak points of each, assigning marks like a good school- 
master, or air his own views at great length as though they were 
entitled to special consideration. I jjropose to do neither. It 
is sufficient to say that the discussions have been very full and 
interesting, and sometimes a mild touch of personalities made 
them even piquant. It is not given to every learned body to 
maintain not only a high level of discussion, but also to sustain 
such an amount of interest, as we may claim has been the case 
this session . 

Those of us who were instnimental last year in including 
for discussion the subject relating to economic theory have every 
reason to be satisfied both with the papers read, as well as with 
the discussions on them. It is true that owing to the short 
notice we had of the papers and also the rather abstruse nature 
of the subjects, all of us could not join in the discussion. For 
the coming year we have prescribed a definite subject, viz., the 
Tlieory of Distribution, and not the entire range of recent eco- 
pomic theory, so that members will knpw whc^t kind of papers 
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they have to ^peqt, aitd can coiae prepared. To my mind papers 
on theory will eerye an important purpose in that they will stinru- 
late teachers to keep themselves abreast ui recent developments 
not merely in the subject which they are engaged in teaching 
but also in cognate subjects. Even it there be some duplication 
of papers, the good* done will outweigh the slight waste of ener- 
gy involved. 

With regard to the papers on Public Finance 1 said to my- 
self that I should sleep over the discussions and state to myself 
what my own views were. The result has been that like the 
landlord of the “ Kainbow,” 1 seem to feel that both parties 
are right. After all, there is general agreement as to the need 
for readjustment of Imperial and Provincial Finance, and the 
general principles on which such an adjustment should be made. 
We differ only in respect of details as to what taxes should re- 
main provincial and what should be transferred to the central 
government. My own bias is, I must admit, in favour of Profes- 
sor Joshi’s proposals. I agree with him that the land revenue 
should ultimately be transferred to local bodies, which would 
levy a low flat rate, allowing the provincial governments to tax 
larger incomes from land under the provisions of a modified 
Income Tax Act. I am also inclined to transfer income-tax on 
persons tc 4 the provinces and the excise to the Imperial Govern- 
ment. There are, no doubt, sundry difficulties such ps those 
which embarrassed my friend Mr. Thomas, viz., that if excise 
were transferred, land would be a subject for provincial taxation, 
while liquor-producing trees that stood on them would be subject 
to Imperial levy. To my mind the decisive argument in this 
case is the necessity for breaking up the tacit, unholy alliance 
between the Development Minister and the Excise Minister. For 
whenever prohibition is advocated in provinces, the staunchest 
ally of the Excise Minister, by reason of his financial needs, is 
the Development Minister, who is in charge of the Educational 
Portfolio. It is imperative that this alliance should be bndk^, 
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and a parallelism established between military expenditure and 
excise revenue. 1 do not mean to suggest that we shall be able 
to reduce military expenditure in a short time, nor do I expect 
that the Imperial Government will be able to do without addi- 
tional revenue, prohibition or no prohibition. We shall have done 
a great service to the country if we create this link between 
military expenditure and excise. I must in this connection 
deprecate, what was perhaps only a pose, an attitude of studied 
indifference towards the needs of the central government, and 
undue emphasis on the importance of provincial finance in Indian 
administration. I have no doubt that the speakers did not in 
tend that they should be taken too seriously, but there was enough 
seriousness in the attitude to require a word of caution, and 1 
should remind my colleagues that it is most . necessary that no- 
thing should be done to injure or undermine the position of the 
Imperial Government as the symbol and the prop of Indian unity. 
Any attempt to rate provincial interests higher than the require- 
ments of the central government would be on a par with the 
attitude of the Negro slave who would not wear his hat in rain, 
because the hat was his and the head his master’s. We must also 
remember that for several years to come, it will be the duty of 
the central govcinment to equalise the benefits of civilised 
government between the backward and the more advanced pro- 
vinces. 

We had also an interesting discussion on the problems of 
population. I shall not enter into the discussion but shall only 
say, in concluding my remarks, that so far as the difficulty of 
food supply is concerned, that is easily solved. Those who have 
difficulties about food supply have only to arrange for a Con- 
ference and come to Allahabad. I may say speaking for myself 
and probably also for my brother delegates that we have been 
embarrassed here not so much by the climate, or by the pressure 
of work, as by the overpowering hospitality of the University 
and the Reception Committee. I take this opportunity of offering 
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on your behalf and on my own to the Reception Committee 
and the several hosts our warmest thanks for all their kindness. 
We have also to ttfank the University, the Department of Eco- 
nomics, and in particular Professors Thompson, Budra, and Gthosh 
for their constant solicitude for the comforts of the delegates. 

Prof. C. N. Vakil, Bombay, proposed a vote of thanks to 
the Chair. 
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Report for the year ending 30th September, 1929 

On 1st C>ctober, 1928, we had 125 members on our register. 
Of these, 23 resigned during the year, and 22 new members were 
enrolled, so that at the end of our official year, we had 124 names 
on the roll. The preceding annual report had to make a similar 
statement about our strength of membership. Tor two years we 
have just been able to maintain our strength. That is all, and 
that is not quite satisfactory. 

The financial position of the Association, however, continues 
steadily to improve, the balance to our credit having increased 
during the year from Rs. 1,008 to Rs. 1,247. The audited State- 
ment of Receipts and Payments is attached herewith. 

I w’as away in Eurojie from 22nd May to 23rd October this 
year. The work of the Association w^as carried on during my 
absence by my colleague at the college, Prof. IT. N. Kaji, at the 
instance of the Executive Committee. The best thanks of the 
Association are due to him for the same. 


R. M. JOSHT, 

Hon. Secretary and Treasurer. 

The Sydenham College of Commerce 
and Economics, Bombay, 

16th Hecemher, 1929. 
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7^ 8TATT. OH ACCOUNTS OP THE JOURNAL 

Pnjifit and Loss Account for the year ending 
31st May 1929 

Ra. a. p. Ra. a. n, 

To Salariea 763 8 0 By Subs, to Vol. VIII 68 0 O' 

„ Postage. 670 10 0 „ Subs, to Vol. VII 24 0 0* 

„ Stationery and » Subs, to Vol. IX ... 3il 12 0 . Of 

office expenses ... 79 9 9 Sale of Buck Nos. 606 12 0 * 

„ Paper 624 3 6 Due from . members , 

„ Printing ... ... Ii500 8 0 of I. E. A. ... 36 .0 0 

„ Bank commission 6 12 0 „ Duefroml. E. A. ... 54 9 0 

„ Miscellaneous ex- i, Tut-, on E/I) , ... 70 0 ’ 0 

penditure ... 12 1 0 

„ Depreciation ... 81 7 8 

3,537 11 11 
Profit c/o to B/S. 422 9 1 

Total Rs. ...3,960 6 . 0 Total Rs. ...3,960 6 0 

Balance Sheet as on the 3 1st May 1929 

Rs. a. p. Rs. a. p. 

Net worth 3,548 9 1 Fixed Deposit ... ’3,000* 0 0 

*Profitfl/PfrqmP/LA/o 422 9 1 Cash in Bank ’ ... 510 9 6 

Subs, to Vol. X in Gash in hand ... 359 16 9 

advance 311 0 0 Equipment -381-7-8 

Less Dep. 81-7-8 * 

300 0 0 

Bhagwati (lofln) ... 9 0^ 0 

Due from members of 

I. B. A. ... 48 0 0 

Due from I. B. A. ... 64 9 0 

ToW Rd. ... 4,282 2 2 Total Rs. ... 4,282 8 2 

B. M. SINHA, S. K. RUDRA, * G. p. KABWAL, 
Accooktaot. Managiho Editok. Tpbasubbb. 

Examined and fwnd eorrect. 

R, PcpKx, Commerce PepMtment. 
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JOHN STUAHT MILL, THE REFORMER 
1806—1873 

BY 

fjAMKS BoNAR 

MilL Airi T not loo small a man to be put to the question? I 
was not original, only willing and eager to learn from every- 
body? '(Autobiography, p. 190.) 

'Newcomer in Hades. Too small a man? Would you be con- 
tent with a lower place than (<om<e, who was quite sure for 
his part he was a great man? (Comte and Positivism, p. 130.) 
Think of Taine and you (an say, ‘ 1 was adored too once/ 
(Study of Mil], LSfKi, Transl. 1870.) Yonr Logic was enough 
to decide him. Even before your Logic, flohn Sterling spoke 
of you in 1840 as ‘ a man of extraordinary power and genius! ' 
(Journals of Caroline Fox, revised edn., 1883, p. 09.) Caro- 
line Fox spoke of you as / a very uncommon looking person, 
such acuteness and sensibility marked in his exquisitely chisel- 
led countenance.’ (85, 1840.) 
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M. I wrote my own Life very largely to show what could be 
made of an ordinary man if he were extraoi dinarily Aveil 
brought up. (Aut., 1, 80, 34.) I took up intellectual labour 
early Eind lost no time over frivolities. T had really a happy 
childhood, without adventures. T was never stolen bv gipsies 
like your Sage. My father was my only schoolmaster, and I 
left his hands at 14, with a start of 25 years over my contem- 
poraries. (Aut., 31, 57. But of Carl. F., 94, 107.) 1 kept 
up my health by temperance and much walking (35). There 
are many grades between Under-dog and Super-man. You 
mean only that 1 was no Under-dog? 

Y. By the Dog of Egypt, who was no Under-Dog, I do mean 
something more. Even Socrates was aware he was an unusual 
kind of man. (Apol., 20, 21.) You must have had a glimmer- 
ing notion of that sort too. 

M, You are an Economist and may be thinking of my Political 
Economy. Kindly observe that economists do not reach the 
highest honours. They tell me Darwin’s grandson, whose book 
surpassed my expectations (Elliot, I, 23G, 1860) is in West^ 
minster Abbey. Malthus is not in that Abbey. The Sage (as 
your friends call him) sleeps in the Canongate, Eicardo at 
Chippenham, his daughters over him as guardian angels; 
Marx, the cosmopolitan, at Ilighgate; the rest ambng their 
own people. I am at Avignon among my Frenchmen. My 
Liberty, 1859 and my Logic, 1848 may preserve my memory 
a little. 

N. Pray, do not moralize among the tombs; you have passed 
beyond them. Are you afraid to think what you have done 
besides these two books? 

M, No, at the close of life I did not smack my lips like Harriet 
Martineau. (See her Autob., III.) But I thought better of 
life than my father did, to whom it was ' a poor thing at the 
best ’ (Aut. 38). A man, who does his utmost with his powers 
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cauuot be wasting time. {Cf. Elliot, I, 92, II, 362. Car. E., 
114, 192 ana 295.) 

iV. No, indeed; and t'> judge by fame you lost little time. You 
ruled for forty years as no other writer on your subjects. You 
did not stand or fall by one l)ook only. All those years, we 
heard of Mill’s Logic, Mill’s Political Economy, Mill’s Liberty, 
Mill on Subjection of Women, Mill on Representative Govern- 
ment. We looked for Mill on Ethology and Mill on Sociology, 
but they never appeared llniugh you b'ft Uf> good sketches of 
them. (Logics, VI, v. Eli., I, 220.) 

M, I suppose yon have read Political Economy. It was 
assailed even in my lifetime, and is possibly forgotten now 
except by economists like you. It used to have readers out- 
side the schools and 1 cultivated them, as my manner was, by 
cheap editions, with results that surprised myself. (Autob., 
278, 279.) 

.V. In Polilical Economy, d evens, who taught us to ca*ll .it 
E(*onomics, led the first serious revolt against you in the 
schools, lliiskiii was a knight eirant and not even what you 
(fall Harriet Martineaii, a tyro. (Ell., I, 157.) But it was 
Alfred Marshall in 189(1, not Stanley devoris in 1871, who 
really ^dethroned you. He did more justii e to you than Jevons 
or ('airiies; but his Preface in 1890, })laces you, Mr. Mill, where 
you jilaced your jiredecessors in 1848. Y^ou emancipated Poli- 
tical Economy from them (Ell., II, 90); he would emancipate 
Econoinit's from you. The New Age has new problems, and 
the old doctrines must be re-cast. Yours are now the old 
doctrines. [Principles, 1890, Memorials, 1925, 119 (on Mill’s 
Theory of Value, 187(5).] Having lieen in the Canon for a whole 
generation you are now in the Apocrypha, to be read for 
example of life and instruction of manners. You know the 
rest of the Article; we are not to a])ply you to establish any 
doctrine, ad dogmata ronfirnmida. This does not infer medio- 
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crity; your foreruuneis had the same fate, and Marshall will 
have it in due time. Dante says this happens in the Fine 
Arts; a fortiori will it hapi)eii witli our eeonomie heroes. 

A/. Yes, not only 1 but all economists become apocryphal 
writers. They write no books thai. remain for a/ll time canoni- 
cal in the sense of the sixth article of your thirty-nine. 

iV. We look to you then, confidently, for instruction of manners. 
Thomas Hill Green said he would rather have been you than 
Carlyle; you were ‘ such a good man.’ (Nettleship, Life of Green, 
2'iA,) Yet you thought you were made for the relatively com- 
monplace. 

J/. Yes, my strength la^ neither in the region of ultimate aims, 
the Eternities and Immensities, nor in helping the woild at 
close quarters to earn its daily bread, but in the intermediate 
region of moral and political theory. (xYut., 181), Dissertations, 
1, JJentham, M84.) I busy myself witli what Bacon called the 
ttxioniala medui, the science of science, of the methods of 
science. (Elliot, Jjciters of Mill, IblO, II, 388.) Kow, tlic 
Superman goes to first principles; therefore I was no superman. 

N . You counted your study, however, of very high dignity, ‘ the 
crown and consummation of a liberal education.’ (Address at 
81. Andrew’s, 1807, p. 9.) You stationed yourself in tlie middle 
where Goethe puts all the philosophers. (Wilh. Meisier, 
Wanderjahre, 11, i, 152.) 

J/. Goethe says elsewhere that the man in the middle is the man 
of the world, a description which hardly fits me though it very 
well fitted Goethe at Coblenz in 1774, between Basedow, the 
enthusiast and Lavater, the man of science. Your eulogist 
could justify himself, if at all, not by the subjects chosen but 
by the way they were pursued. He may liave thought me more 
impartial than Carlyle and more anxious to do justice to oppo- 
nents. Ail I can say is that for the most part I lived the 
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scholar’s life more assiduously than most professors though I 
never was a professor or even had a degiee. 

N, You came out of ^he scholar’s life when you sat for West- 
minster in 1865. You escaped iiiio it ag'ain three years after- 
wards. 

M. 1 was not made for a political career or even for an aca- 
demical. 

:V, This last is not so evident. Perhaps both are doubtful. Even 
in the House, though you were not a perfect speaker, you were 
impressive. (Eoebuck to Chadwick in Ell., II, 59, cf. 1, 256.) 
liut like Carlyle you were once a Lord Hector. You addressed 
the young men of St. Andrew’s impressively on University 
edxicatiou (1867). You had long before hel^xed to create the 
Univez’sity of London. You went to John Austin’s lectures at 
University College in 1828 (Pain’s Life of »}. S. Mill, j). 82), 
and played with the idea of lecturing there yourself in 1867. 
(Elliot, II, 93.) Though not a University man^ you rublzed 
shoulders with Universities. Did you also rub shoulders 
with mysticism? Carlyle hailed you as a fellow-mystic 
in 1831, just seventeen years before you drummed him 
out of the ranks of modern reformers — for his Past and Present 
(1843).* Your capitals leave us in no doubt that you mean him. 
(Pol. E., IV, vii, Ashley, 754.) 

lie was wrong. I struggled against any approach to mys- 
ticism. Parting from Bentham expressly at a later time 
(Ulilitarianism, 1863, Ch. 1), I distinguished higher and lower 
pleasures, as Plato had done. I thought that Happiness, though 
the chief end of man, should be pursued not directly but indirect- 
ly (Aut., 143). I held it better to be a Socrates dissatisfied 
than a fool satisfied (Util., 14). People might sav I spoiled 
my Utilitarianism without rising above it. I was at one time 
distressed that I had worn away all my powers of feeling by an 
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excess of what Carlyle calls ‘ victorious analysis.’ But I never 
confused feeling or fancy with logic. Where logic stopped, i 
stopped with it. 1 never liked any one to criticise Bentham 
but myself; and I remained a professed Utilitarian all my days, 
but a Utilitarian who, unlike Bentham, takes account of the 
whole of human nature. (Elliot, I, l()Jl-4, Car. Fox., 124, Ell., 
II In reviewing Whewell I made that plain. (Biss., 

11, 450 seq,) 

N, As much a Utilitarian as Hegel a Lutheran. ‘ Ich bin es 
und will es bleiben ’ (Geschiclite der Philos., 1, 89, ed., 1840). 
We (*an safely leave you to deal with Bentham alone. Why 
do you speak of his early impressions as formed in the age of 
‘ the leanest and barrenest men (Diss., I, c/. 834, 355.) 
His ‘ Fragment on Government,’ the first fruits of his impres- 
sible youth, appeared in 1776 along with the Decline and Fall 
V and the Wealth of Nations. It was the age too of Edmund 
Burke. If such are the lean, where shall the fatness be found? 
In 1838 when you thus write of him, you are in revolt against 
his rule of the majority (ib., 378), but it was not from such men 
that he got it. You do justice to the age afterwards: ‘a great 
age, an age of strong and brave men ’ (Aut., 205), of whom 
your father was the last. I suppose we may call him in the 
(conveniently ambiguous Latin ‘ ulHrmis ill irminaforum.^ But 
your superb presentments of Bentham and Coleridge (Diss., I, 
330 very. Aut., 243) were presentments of two sides of your own 
nature. You were under the spell of Coleridge. Was Bentham 
on the other hand making you, like Mrs. Browning’s Lucre- 
tius, ‘ teach the truth you could not learn P ’ 

Beyond the field of firm belief which stopped with logic you 
allowed an area of ‘ imaginative conjecture.’ (Elliot, II, 64, 
1866.) You were always ‘ member foi- Ihance ’ (Bain, Life of 
tl.S.M., 78), though the overflowing sentiment and openness, 
to say nothing of the dreaminess, supposed to belong to that 
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nation, were not conspicuoas in you. You have pointed out 
the defects of your Frenchmen as well as their excellences. 
(Oar. Fox., 357, ElK, 1, 44, 74, lieq.) You rose superior to 
your sect’s aversion from sentiment, in the autumn of 182(i 
(Aut., 133, c/., Ill); and recovered your lost feelinpr by means 
of poetry, especially the poetry of Wordsworth (ib., 1828, 14()). 
Some of us can liardly foroive you for calling him ‘ the poet 
of unpoetical natures ’ (J.49). The phrase rivals ‘ the leanest 
and barrenest men.’ What you say of Slielley f^ives us niisj^'iv- 
in^^'s, not entirely removed by your youthful essay on Poetry 
(Diss., I, 1833). You believe that in Ihougrht and intellect, so 
far as shown in his short life, Shelley was a child (‘ompared 
with some one else you knew; namely the lady who wrote on 
the Enfranchisement of Women. (Aut., 180, Diss., 11, 411, 
seq., 1851.) 

d/. You doubt it only because you did not know her. 

A’. I remember the story, and 1 respect the feelings. 1 respect 
also the English reticence that kept it for the Autobiography. 
Bicar do kept such things for his letters. One word as to 
Bicardo. Please understand in s])ite of your modesty that you 
are to us the developed Bicardo. Though he was no opponent, 
you characteristically stated his positions better than he did 
himself, or with all his paios MacCiilloch did for him. After 
doing that, you added a new element to political economy, for 
with the assistance of your honoured lady you wrought social 
philosopliy into the texture of it. (Aut., 23.) — Others had 
distinguished but not (*onibined them. In your youthful 
* Unsettleil Questions ’ (31) you had spoken of ‘ the common 
interest of all nations,’ and in the Political Economy (V, xi, 
14, 970) of ‘ the collective economical interests of the human 
race.’ You rose above insularity. You were no mere Formu- 
lator but a Bcformer, in this as in all your subjects. 

M- Your Sage dealt with all nations and spoke of them as one 
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great mercantile republic. But there was something to reform 
in him and even in Bicardo, whom I am accused of praising 
too highly. Like lago, I am nothing if not critical, and I dare 
to say that ‘ my father’s Elements,’ drawn up from notes of 
his Bricardian lessons, given to me in my 13th year, are out 
*of date now. (Aut., 25, 26, 205.) But all true criticism 
involves construction. (D’Eichthal, 350, 1830.) Eew things 
annoy me more than the careless ease with which men dismiss 
the old political economy, and appeal to ‘ practical experience,’ 
by which they mean what they have seen, heard, and mis- 
understood. (Ell., I, 206, Dissert., I, 52.) We have all sorts 
of false political e(‘onomy, judgments by commonsense. Yet 
there abide ‘ fundamental principles put out of the reach of 
controversy, by Adam Smith, Malthus, and others.’ (To 
Napier, 1844, p. 478, c/. Ell., ll, 3e31.) D’Eichthal, 350, 
1830.) 

N. An economist at 13 I If you were not a Superman, you were 
certainly a superchild. No other could have survived that edu- 
cation, perhaps the only successful attempt ever made to put 
an old head on young shoulders. It gives us relief to find, up 
and down in your life, traces of our common humanity. At 
seven years of age, studying the American War of Independ- 
ence, you took the wrong side because it was the English side. 
(Aut., 4.) Fifty years later (we rejoice to hear from Leonard 
Courtney) you called for muffins at the Political Economy Club 
when the supply had run short and no one else dared to ask 
for more. (Hist, of P. E. Club, 326.) You wrote tragedies 
as a boy, on the models of Joanna Baillie. (Aut., 15.) It was 
a refreshing sign of human weakness to sympathize with the 
Tractarians. (Bain, J.S.M., 69.) We like to hear that your 
father failed to make you follow the rules of elocution (Aut., 
23), and that you first learned to compose propeily when you 
were asked to turn Bentham’s later manner of speech into his 
earlier. (Aut., 116, aet., 18, 1824,) We were glad you enjoyed 
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Sartor Resartus, once in type (Aut., 175), and that you were a 
little softened towards Hamilton when you found by Veitch^i 
Life of him that he had family affections. (Elliot, II, 206.) 
Most of all were we charmed to find you in love, like one of 
ourselves, even if you had rebuked Comte for that weakness. 
(C. and Pos., 131, 157.) You had humour yourself as well as 
a sense of its value. You said to Caroline Fox in 1842, * Life 
is not all fun thouj^^h there is a great deal of fun in it.^ (Car. 
F., 195.) And you remarked in your shortlived diary of 1854, 
that humour has saved many a man from madness. (Ell., 11, 
360.) Like the rest of us, as soon as you had passed forty, you 
thought the world was more frivolous than in your youth. 
(Aut., 53. Diary, Ell., IT, 361, 371.) It was a very human 
discovery too that your earfier writings seemed as strange as 
if written hy "'omehody else. (Diary, EH., II, 373. Car. Fox, 
419.) 

V. T trust this is friendly irony, not spiteful sarcasm. There 
is little of irony or h\imour in my books, whatever may have 
peeped out in private life. Sydney Smith would have said that 
my ancestry conferred precocity but no humour. TTow it is 
quite true that my father was Scotch, but T assure you that, 
like Carlyle’s Teufel sdrockh, he could laugh heartily on occa- 
sion, if that goes for anything. (Aut., 192, Bain, J.S.M., 69, 
60.) 

JV. Compared with his biographer, he might indeed have been 
humorous. His biographer has written exquisitelv of yourself : 

‘ His nervous energy was so completely absorbed in his un- 
remitted intellectual application as to be unavoidably unavail- 
able for establishing the co-ordination of muscular dexterity.’ 
(Bain, J. S. M., 333.) No one but the biographer of Johnson 
could rival that passage. Risum terheatis amvioi? 

M. I might smile at the passage without being quite sure that 
I had not written it myself, 
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N. Mr. Mill, you were Poloniua to Carlyle’s Hamlet; but even 
In your always sententious and serious books I can sometimes 
find the humour shining* throup^h. You yourself say that a 
little sense of it w’ould have shown Comte the absurdity of his 
symbols of worship. (Comte and P., 154.) You had it when 
you said tliat * the «Toaiis of no plundered abstraction can dis- 
turb the sleep of the just ; as long: as the bread is not taken from 
any of our fellow-creatures, we care not thougrb the whole 
Eng'lish dictionary had to hegr in the streets. (Diss., I, 18, 21.) 
Toil Were speakings of (^hurch property and supposing yourself 
to be asked, when all individuals had been compensated, ‘ Would 
you rob the (^hurch? ’ It is delightful to find you thus, in 
your later manner, reasoning from particular to particular and 
disclaiming all sympathy with abstractions; all such entia 
rafioriis ^vere fair game to you even in 1883. 

M * I valued the schoid logic, notwithvstanding. (Aut., 17 to 19.) 
It makes men give precise meaning to the terms they use; I 
did not find Mathematics doing it so well. 

Y. Accordingly we find you saying, in the article on Berkeley’s 
Theory of Vision : ‘ Nobody is bound to prove a proposition 
which nobody can understand.’ (Diss., II., 1842, p. 93.) True 
fun is sure to Lognc near allied in that passage. It was a 
jocose or else unguarded remark in Eepresentative Government 
(Ch. II, p. 9, Pop. ed.) : ‘ Things left to take care of themselves 
inevitably decay.’ This would have made an abrupt end of 
the doctrine of laisaez-faire. You wrote to Carlyle in 1833, 
that, though the end of that vsame doctrine was in view and 
without resurrection, it was not yet come (Ell., I, 46), and you 
leave a good deal of it standing in your Political Economy, 
(Book V, Chapter XI, all editions, esp. 7th, Ashley, 950.) These 
ohiter dicta were surely not serious. You were grimly jesting 
too, were you not, when you consoled the French people for 
defeat in 1870, by telling the^'^ that their principle of Equality 
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would now be adopted iiitexuationally, there being now no 
dominant Power, neither Prance nor (iermany. (Ell., II, 271.) 
After the Great War just over, we might have gilded our pills 
for Germany with a like comfoil., if we had thought of it. 

M. The public must judg'e me by vhat 1 made public, not by 
my private letters. 

N » 1 think I like you best in your furious moods. You speak 

of Protectionism us ‘ an organized system of pillage of the many 
by the few.’ (Ell., 11, 295.) When Mansel sui)poBed a Deity 
above Morality you were not content with the mild protest of 
Eather Malebraiiche against a similar idea in his day: ‘ S'ily 
avait un tel Dieu (sans bonce et sans sagesse) le vrai Dieu nous 
defendrait de I’adorer et de I’aimer.^ (Morale, V^ill, quoted by 
Mackintosh, J^iss., 7d.) You roundly declare that if the Deity 
is to be above morality you will go to Taitarus rather than obey 
him. (On Hamilton, drd ed., 129.) 1 know it was an echo 
of Dryden’s Juvenal and his hungry Greek; but you make it 
your own. Y"our education left a great deal unspoiled in you, 
Mr. Mill, not always the features sure of the paternal approval, 
but pleasing' to ordinary folk like me. 

M. 1 ca^ed Mansel’s book (On the Limits of Eeligious Thought), 
* detestable, to me absolutely loathsome.’ (Ell., 1, 272, Bain, 
J.S.M., 122.) Was this too strong!^ Strong language may 
reveal too much of the waiter’s mind (‘ indecently expose ’ it, 
as Sydney Smith once said); but it is better than irony which 
may, as by Swift and Eabelais, be too easily used to conceal the 
writer’s mind, for its essence is to have a double meaning, 
certain (and sometimes intended) to be missed by an unwary 
reader. You may find this kind of irony in David Hume, 
among philosophers. 

N. Perhaps your education led you away from all that was not 
plain and serious. 
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M.^ iSo harm if it had done so. The chief harm of that edu- 
cation appeared on the surface. In spite of my father's 
warning's 1 seem to have shown myself in what you would call 
my tender youth, ‘ greatly and disagreeably self-conceited/ as 
1 have frankly set down in my Autobiography (33). 

iV. You are not a J^eveller, Mr. Mill. You would not say with 
some of our American friends ‘ anybody is fit for anything.' 
(Ell., 1, 280.) You do say as a matter of fact, ‘ One person is 
not as good as another; and it is reversing all the rules of 
rational conduct to attempt to raise a political fabric on a 
supposition which is at variance with fact.' (Bias., Ill, 19, 
Pari. Reform, 1859.) You write to Bain ‘ I am not anxious 
to bring over any but really superior intellects and characters 
to the whole of my opinions ' (on religion). (Ell., 1, 223, 1859.) 
You write also that ‘ a person of high intellect should never 
go into unintellectual society unless he can enter it as an apostle ; 
yet he is the only person with high objects who can safely enter 
it at aill.’ (Aut., 228.) You think it right that a superior 
person, man or woman, should pass for what he or she really 
is, neither under nor overvalued. (Ell., II, 100 to Elor. 
Nightingale, 1807 — through Miss Helen Tlaylor.) In fact you 
agree for once with St. Paul, of whom as a rule you think 
lightly with Bentham rather than favourably with Comte. 
(Ell., I, 144.) 

M, Granted : but my state of mind in the eaily period was 
neither humility nor arrogance. (Aut., 33.) I was aware 1 
knew more than my fellows but I knew how it had all been 
conveyed to me without any merit of mine. As to the later 
citation, about high intellect, you will observe I do not say 1 
myself was possessed of such. What i was even then possessed 
of was the idea of improvement and refoim; and these subjects 
in England are reckoned too serious to be discussed in society. 
Hence my condemnation of society. These are to me the most 
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important of subjects. x\ll my writings bear upon them, even 
the Logic and the Political Economy. It was never with me 
‘ knowledge for its '^wn sake ’ even in the Logic. (Carol. E., 
appendix, 427, 45)4.) I was a llefurmer and knew I should 
have my cross +o bear. (Car. E., 89, 1840.) 

A . There was certainly more Logic than Liberty in your edu- 
cation. Still Ihe logic was yoxii* own choice and (with some 
hints from Pain) your own work. Your concern was to clear 
men’s heads, as the best preparation for the coming Age that 
would deniHiid all tlieir powers of thinking; and the Logic 
seemed to you what you could do best for them, as you were 
not an artist like Carlyle. ‘ The majority even of those who 
are capable of receiving truth into their minds must — ^you say — 
have the logical side of it turned first towards them.’ (Ell., 1, 
35, 1832, Aut., 176, c/. Car. F., 217.) And truth must grow 
like a seed rather than be struck out like a spark from a dis- 
cussion. You had no great faith in mere discussion. (Eli., 
1, 47.) 

You give me credit for what I really tried in the Logic. I 
added that Poetry is higher than Logic and the union of the 
two, properly handled, is Philosophy. (Ell., 1, 55, c/. 96 to 
Carlyl^, 1833.) I was better supported in the writing of 
^ Liberty ’ and yet, paradox as it seems, you will find more of 
myself there. My book on Ethology or the formation of 
character, was, as you say never written, and when I projected 
it my counsellor was not with me. It was to include national 
character. 

A. Yes, like ‘ Probable Futurity ’ in the Political Economy, 
the Liberty, we understand from you, was a joint work; and we 
agree that it tells, more than any other, of yourself, and your 
heart’s desire, a desire (allow me to say it), which your helper 
advanced, not created. It is indeed a classical demonstration 
of ‘ the ‘ importance to man and society of a large variety of 
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types of character and of giving full freedom to human nature 
to expand itself in inn umei able and conflicting directions. 
(Aut., 352-3.) The good of the species is the chief end, but it 
can best be advanced by the development in each man of what 
is best in him. So you wuite to Carlyle in 1834 (EIL, I, 92), 
and more authoritatively (as in a book) in 1840: ‘ The unlike- 
ness of one person to another is not only a principle of improve- 
ment but would seem almost to be the only principle.’ (Dies., 
11, 71, on De Tocq.) You wrote nothing stronger in the 
Liberty, 1859. It seems to mean that all progress comes from 
the eccentricities of individuals. The idea helps us to under- 
stand your remark to Caroline Eox about your discovery that 
what was right for others might be wrong for you. (C. F., 196.) 
One of our later poets says, there are inviolate caverns of the 
mind as there are under the sea. (William Watson.) 

M. 1 had often occasion to remind both friends and critics that 
the subject of that book was not political liberty but freedom 
from the tyranny of opinion and prejudice. In England we 
have more of the political; in France more of the moral and 
intellectual. What I desired was the autonomy of the 
individual. (Ell., 1, 203, to Villari, 1858, II, 309, to Acolles, 
1871.) 

f 

A. In your diary you say that the French think and the English 
do not; but this may be a passing word. (EIL, II, 377.) In 
Avignon you corrected some first impressions of France. (EIL, 
I, 256, 257, II, 319.) 

M, You are quoting my obiter dicta and obiter scripta alongside 
of my books. Allow for differences in time and maturity and 
you will not (1 think) find my books in conflict with one another. 
Letters are often a serious matter; but letters and, still more, 
conversation may err on the side of complaisance. This may 
have happened in my letters to Car'lyle, and in my conversa- 
tions at Falmouth, where Sterling and Caroline Fox had too 
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good hopes of me. But my chief end in life and the Cross I 
was to hear were never doubtful. (Ell., I, 22, 26, Car. F., 89, 
223.) 

Even in the Political Economy T kept in view the ‘ practical 
applications,’ for which I (H)nfess my father’s lessons had fitted 
me none too well. I had at least learned from him and Ben- 
thani to he impatient of longstanding abuiies. It is true that 
at the crisis of mv life already mentioned T had a vision of 
disappointmeni ; — it' all abuses were corrected, and all my re- 
forms cairiel, should 1 be happy? And I answered, No. (Aut., 
133.) 

N. Your grievam^es being ell gone? 1 seem to rememl)er a 
theory of j)leasiire rejected by Plato in the Gorgias, which made 
pleasure depend on wants or discomforts removed. But you 
came triumphantly through that crisis. After reading Mar- 
montel’s Memoirs, that self-same moment you could feel (Aut., 
140, 141), and (if I read you rightly), in order to keep hold 
of the power to feel, you resolved always to make some other 
end than ha])})iness the purpose of life (142) — not the joy but 
some hringer of the joy. This is not far from Aristotle^s 
degradation of Pleasure in an adjunct or (*oncomitant of the 

strivings for other ends, iiriyi^yvoi^cya-yrt. as is said in the 
Ethics. It had a tomh too of the Englishman in it, Mr. Mill. 
You wrote in your diary of 1854, ^ It is characteristic of the 
English that they have no trust in the attainment of any end 
by directly aiming^ at it.’ fElliot, IT, 384.) It must have been 
your own characteristic at the time of your mental awakening. 

3/. Please rememher that in the crisis T was not thinking only 
of myself and my aspirations hut of mankind in general. If 
all reforms were a(*complished. and we had a world without 
poverty, ‘ the pleasures of life being no longer kept up by 
struggle and Jiri ration would cease to be pleasures/ (Aut., 
145, 146.) 
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.V, Daiig:erously near the Sage’s view. There is a dictum in the 
diary hardly consistent with it or witli your own craving for 
solitude. An earthly life both pleasant and innocent can 
be had by many and might by all. What is now wanted is the 
creed of Epicuius wanned by the additional element of an en- 
thusiastic love of the general good.” (Ell., II, 385, 1854.) So you 
had written in 1840, that in the political institutions of a 
'demo(*racy like the American, a man feels that ‘ the common 
weal is his weal ’ ; and yon take for granted that ‘ moral ex- 
cellence must have a deeper foundation than either the cal- 
culations of self-interest or the emotions of self-flattery.’ (Diss., 
II, 25, 51, on De Tor'queville.) You bad certainly some com- 
mon ground with T. H. Green. It was not a very exceptional 
crisis — yours of 1826, at the age of 20. It seems to have had 
a happy ending, a better understanding between you and men 
of the opposite camp. It made little change in what I may 
call your intellectual programme, vour ideas of reform; you 
found yourself at the end of life with the same plans before 
you. However you must have been pleased to find that some 
of them, to use the merry metaphor of (^aroline Fox, had been 
promoted to jacket and trousers. (Car. F., 367.) 

M. Even in 1843, I allowed that the temper of the English world 
was becoming a little better. The country had learned some- 
thing from Chartism, that victory of the vanquished (Car. 
F,, 432); and in 1865, I said, there was no time in our history 
when improvement was going on in so many directions at once 
and meeting such fair consideration. (Pol. Ec. 6th ed., II, 
xiii, Ashley, 384.) You know I always held that moral regene- 
ration must precede social (Car. F., 434), and that the danger 
of democracy was intellectual stagnation. (Ell., I, 302.) What- 
ever Buckle mav say, human intellect improves more slowly 
than human fedings. (St. Andrew’s Address, 34, Ell,, II 369, 
374.) 
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N, We must write you down a moderate optimist, in spite of 
your indictment of Civilization in 1835. (l)iss., I, 160, seq*) 
After all you allow that in Civilization the staj;^ation is tem- 
pered by associations and societies, and clubs of all sorts, of 
vvlii(*li truly there was no lack in Kn^land when 1 left it lately. 
(Ell., II, 298 ) Hut you had another vision of disappointment, 
the dream of a limit to musical combinations. (Aiit., 145.) 
We mi^ht have expected you to dream Tathei* of a limit to 
mechanical inventions, to usher in your desi led Stationary 
State. I'or a man supjmsed by mauv to be piosaic and al)Sorl)- 
ed in disnu.l sciences, you were indeed a dreamer of dreams, 
Mr. Mill, ‘ Probable Futurity ’ is always in your thous^hts. 
There is a visionary element in your ‘ Ijiberty.’ You desire 
what was called in your day the Sovereij*’nty of the Individual, 
better called by yourself Autonomy of the same. (Aut., 255-6, 
Eli., II, 309-10.) Lil.e the rest of us, you have some difficulty 
in reconciling' it with th^ encroachments of Government, which, 
notwithstanding', you regard as inevitable. (Aut., 191, 230, 
234, Pol. E., 704.) flave Ave more to fear than to hope from 
coming changes P 

.1/. In my papers on Soinalism, I ha\e acknowledged that Eng- 
lish So(‘ialists are no architects of ruin. (Fortn. Rev., Feb., 
1879, •vritten, 1809.) 

.V. You mean, like Burke, that sometimes the French are so. 
To Karl Marx the necessary prelude of Revolution was the 
crowing of the Gallic Cock. There is a saying of Napoleon 111, 
that in France reform is not possible without Revolution. 

M. Q\iote him in full. He said, ‘In France levolutions are easy 
but reforms hIoav, almost impossible; in England, reforms are 
ateady and certain, but revolutions can never be accomplished.^ 
(Car. F., 35T, date 1853.) 

N. You say yourself that Revolution was very near us in 1832, 
the days of Reform (Diss., II, 189, Ell., I, 7, 24); and it was 
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so in the Auvs of the Chartists in 1839, if we believe Francis 
Place. (Life, 875.) You wrote io John Austin in 1847, that 
you only wished it would come, to shake us up and put some 
ideas into our heads. (Ell., I, 131.) You wrote in your diary 
seven years later (EIL, II, 380) ‘ English workingmen are 
never likely lo rise until ihey are starving, and they are never 
likely to he starving now for g*eneratioris to come.^ This is a 
new version of ^ panrin rl ‘ comfort and cinemas,’ 

as Edgewoitli renders it. Alfred Marshall, Memorials, 71.) 
Put 1 think that you believe, with Malthus, that a rising 
standard of ‘ comfort and cinemas ’ will bring the desire to 
have more of such, and you say yourself in the diary that im- 
])rovement is sometimes Ihnist on the less happy by those who 
are already improved. Many of the so-called ‘ upper classes ’ 
make (common cause with the Socialists now. Formerly, at 
least according to Tolstoi (H^ue faire?), it was the upper classes 
who ir\sisted on the distiutdion of classes; now it is only the 
Communists and immoderate Socialists who talk of class-con- 
sciousness. Nevertheless you think that even our moderate 
socialists, though they do not Iry to produce the General over- 
turn (culbute general) all at once, bave it in theii' minds to 
see it done by and by. 

)/. The ordinary citizen is swayed by his standard oP comfort, 
the reformer by his standard of excellence; both are growing. 
I he new times demand a new type of statesman, one who will 
legislate for Posterity (Ell., II, 56), and greater equality will 
he one of his aims. This is a mere generality but there is no 
harm in that where the malady is general. Where there is a 
particular grievance, generality may he an insult. 

1 • Indeed, Sir, we all desire to see the extremes of riches and 
poverty removed, even if some eggs be broken for the omelette. 
A^e agree with your l)ook that “ the bevst state for human nature 
IS that in which, while no one is poor, no one desires to be 
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richer. (Pol. E., IV, VI, 2.) In your enthusiasm of humanity 
avs Seely called it, or passion for the public <rood as you ca;ll it 
(Ell., II, 121, 1868 of t'hadwick), you are akin to Malthus 
among* your classical predecessors, and to Alfred Marshall 
among* your successors. MarshalUs s])ur or sting was the 
thought of the lowest (‘lasses of labour; in all his efforts he was 
trying* to raise them or raihei* to abolish the conditions that 
killed all thought and aspiration in them. Vour eye was rather 
fixed on the great army of Industrial toilers of ordinary capa- 
city and with an ordinary com])eten(iv , men not in the lowest 
depths of ])overty hut men who ought to he raised higher in 
mind, as well as in body and estate. In short you were the 
Apostle of tlie higher education ot the aveiage man. This 
burden of youis may have been in Green’s mind when he said 
you were ‘ Such a good man.* 

.ly. I can t(dl you at least who is not a good man, the man who 
allows a wrong to he done iji his iianui without protest (8t. 
Andrew’s, 74), oi‘ lets it go on standing when he might help to 
right it. (Aut., lUi, Diss., 1, 380.) 

.V. Well, you thought al the same time that in your day men*8 
powers and goodness uere not such as (o make sweeping changes 
possible even in the ]K)liticul machinery . It is wonderful how 
free the son of Jame> Mills was from ^ the exaggerations of 
an intellect emphatically polemical.* (Aut., 261). 

jy. About the time when 1 became a moderate socialist, I became 
a moderate demcjcrat. (Aut., 191, say 1840.) My ideal repre- 
sentative government would include Hare’s proportional scheme 
with the quota and alternative voie and preferences. It would 
be carried on by men trained to govern and be governed, govern- 
ment being at least as hard a ‘ mystery * as any other craft, the 
leaders trained to lead, the followeis to follow. The faults of 
representative assemblies 4ne siin^dv those of untrained politi- 
cians. The members are no mere delegates. ‘ iThe people ought 



780 


JAMES BONAR 


to be tbe masters, and they are masters who must employ ser- 
vants more skilful than themselves/ (Ell., 11, 130, 1868, 
Repres. Gov., V. VI, 1861, Diss., 1, 471-2, 1835, II, 81-2, 1840.) 

V. May I put it in this way? If any at the bottom are fit to go 
to the top, they must learn statesmanship. To make haste to 
be in power may be as ruinous as to make haste to be rich. He 
that believeth must not make haste, whether over the writing 
of a book or the making of a political (constitution. Revolution 
is not the weapon for us. 

:lf. I scout ‘ the ’ Revolution, name and thing. (Ell., II, 347, 
1872.) Remember, I did not cease to be an economist when 1 
became a modified Socialist. Disregard ‘ economics ^ as you 
call it, and the result is enfeeblement. The product must in- 
crease with the number of those who share in it. (Pol. Ec., IV, 
VII, 1, Ashley 752.) Comte wrongly made ])rodu(‘tlon the chief 
end of society. I think it is not that; 1 prefer a stationary 
State, secured by jirudeutial restraint of population, and not 
requiring* the destruction of solitudes. Solitudes ‘ impassable 
and imireiietrable ’ are the surroundings in which the best 
individuals best grow^ u]). I said all this in 1848 and have not 
unsaid it (Pol. E., TV, VI, 2). (Ell., IT, 55, 1866, to Dr. 
Eichthal, 1829, in (V)smopolis, April, 1897, p. 30.) support 
production and all the economies of production; but I do not 
regard them as the whole of man, the chief end of life. The 
idea that they are so, may have had its use ; ‘ while minds are 
coarse, they require coarse stimuli; and let them have them! ' 
(Pol. E., IV, VI, Ashley, 749.) 

/V. The phrase is stinging, and separates you from the Man- 
chester 8chool. Vour papers on Socia)lism are less severe, 
though written in 1869 when you supposed yourself more 
advanced than in 1848. (See e.g., Eortn. R., 1879, pp. 379-80.) 

M* Even in 1848 in my first edition I was, as you rightly said, 
deliberately working for the Emancipation of Politicall Economy 
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from the siicoesHors of RitMido who were making a bad use of 
it. (Ell., I, 149, 184!).) In my 3rd edition I went a step farther 
than that, and (if you like) prepared the way for my modified 
socialism. (Ell., I, 167 to Sietbeer, 1852). Though I tried to 
show in the ‘ Probable Future ’ (P. E., IV, VII, 6, 789), that 
to abolish the middleman by co-operation is to raise wages with- 
out toiK'hing the capitalist o^* rather the employer, witli his 
profits, it was not that I had scruples against touching him if 
the common good required it. By and by Thornton showed 
me that the einployei* could be touched more effectively than 
my classical teachers had believed. 

X. You (confessed as much in the Fortniglitly Review (of May, 
1869). The a(*count of the Wages Fund w^hich you give in that 
article does not leave ciuite the same impression as the account 
in your hook. It sharpens the features of the case, as if the 
(piota of the employer’s income reserved for wages was rigidly 
ear-marked, with no elasticity in it, so that the employer could 
never be squeezed up to give more, while the workman could 
often 1)0 squeezed down to take less. Cf, P. E., Ashley, 344, 347, 
contra 9f)2). Wlien youi- mind was unruffled by doubts, you 
used general terms; we do not hear of limits uncondilionally 
predetermined, but of cinuilating capital and population. It 
is true that you could not then foiesee the power of Trades 
Unions to cueate the conditions which have raised real wages 
and unmistakably turned the tables. It is with us a question 
not so much of raising wages as of training the workmen, now 
that the wages are raised. Their increased earnings create 
increased i^esponsibilities, not only the moral which you con- 
sidered, but the economical, w^hich were not perhaps equally 
brought home to you since the occasion was farther off. They 
should learn all the best virtues of the best of the pi‘esent em- 
ploying classes, including the provision of capital for future 
production. 
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.1/. Thornton, I snspeot, saw no fartlier than I did into the 
future. On my own priucij)les oi (‘ontroversy/ I felt bound 
to state his case first of all at its l)est tor him and its worst for 
me. In doin^ so 1 convinced myself tliat he had the best of it 
out and out in judf^ment of me his opponent; and I frankly 
said so. 

.V. Your brolher economists were Jiearly all anxious to be con- 

^ vinced, for they saw that what was denied even by tlie vaguer 
theory of a Wages Fund was being accomplished rie facto in 
the world outside their study. Hut why should you be unfair 
•to yourself? Your over8cru])ulous comscientiousness was a 
stumbling ))lock to students who tried to pui your two and two 
together. 

J/. I may have leant over Imckwards. The main question is: 
Was the ruling theory true or not? If we allow that it is 
not true even in the less rigid form, the other falls of itself. Hut 
you and otheis have spoken of the existence in these latter days 
of something beyond the mere powei’ of the Unions to break 
through the supposed limits of a Wages Fund. There seems to 
be a new way of escuipe from the natural consequences of w^ages, 
unduly high by market conditions. The usual surplus labour 
is said to be duly present but w’ithout pulling down ^the rates 
of wages, those unemiiloyed being sup])()rted largely at the 
public expense yet not by a Poor Law. 

y. Your own view of the relief of the able-bodied (V. XI, 13, 
Ashley G7-9) may be reconciled with the new kind of relief 
of the unemployed iiow; but you still stand by the Poor Law 
and the j)rinciples of 1834. 

J/. You will lemember that in 1869 the year of my article on 
Thornton I was beginning to write on Socialism. 

. Yes, and in the first paper on Socialism, presumably the 
first to be written, you are a better prophet than ever the Sage 
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was. Writing* just after the passiuj^ of an Act extending the 
siilfrage to woikiuginen in ihe cities, uiid without the panic of 
a p()liti(*ian , you forecast tlie ultimate eifects with hardly a 
word wrong. You say loo in 1871 (Ell., II, dll), that land and 
labour will nooii he the whole of ]H)litics. You knew that the 
time appointed nas long; it was twenty years before the rural 
laboureivs got their vote; hut you saw even then that iit the fulness 
oi time there would he a Labour Paity in jmlitics, representing 
the employeil generalK . You will care to know' that such a 
])arty began b\ being the tail of the Radicals as the Bndicals 
in your lay were ot the Whigs. (Lll., I, 108.) It was not 
(dearly in Ix'ing a^ a separate force till foity years alter your 
])ro]diecy — hut it has now the lull e(juit)ment of a separate 
jiarty, a head, body, and (ail ol its own; it is said, a steady 
head, a stolid body, and a restive tail. There has been even an 
experience ol gove.nment, in 1024, just a century after repeal 
of the (\)ml)iriation Acts. There wuis much i‘e8})onsibility and 
little i)ow'er. Another trial will show if it is proof against the 
eorrujdioii, feared by yon, that is in the political world through 
power ajid iiatronagv. Your forecast tlieie is gloomy, hut 
you think a Labour Party would stand out against underhand 
dealing and against bureaucracy. (Ell., II, 45, 4G, 70, 1865). 

M, 1 lAiew how uii])rej)ared my countrymen were. 1 am not 
snj])rise<l that the (diange took forty years. A nation in deliber- 
ation is like a very young man; it can think of only one thing 
at a time. (Aut., 108, 100, Ell., 1, 218, to Villari, 1859.) 

Ah It wages earners had been really ^ Wage slaves ’ they w’ould 
hardly have waited forty yeais before voting out or thrusting 
out the slave owner. It was clearly no such simi)le case as the 
unlocking of a door and the knoc.kiug-olf of chains. 

M . Their position was not that of slaves, but of men nominally 
and legally free w'ho needed an education l)efore, like other 
citizens, they could win to themselves the full privileges of 
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libei’ty, and use the functions characteristic of liberty in a 
civilized country. A people are civilized when they ‘act to- 
gether lor common purposes in large bodies ’ and rely foj’ their 
security on ‘ social arrangements ’ instead of force. (i)iss., 1, 
162.) Otherwise, as Carlyle said, they have ‘ ail the powers 
of civilization and none of its rales to guide them.’ (Letters 
of C. to J. Si. M. Fisher Unwin, 1923, p. 33.) 

A . 1 agree. This does not come by instinct. A Roman could 

not be consul before forty years of the discipline of life. No 
wonder if the good time supposed to be coming for us all, 
‘ comes in slow strides of forty years each, till the goal shall 

be reached. This is an unpalatable word for our impatient 

youth. Strange to say forty years ago it was a group of young 
men who preached something very like it and called it Fabian, 
we may say, Cunctatoiial Socialism. 

jy. That group evidently got its cues from my papers. 1 have 
indeed in private letters dropped hints that ‘ changes ejected 
rapidly by force ’ may sometimes be more permanent than the 
slow ones. (Flh, 1, 162, cf. 131, 1851.) If readers wrest these 
sayings, it is to their orvn destruction. My ripe word is in 
favour of the i)rogress made in the slower fashion, when we 
fasten on all the best features of our present institutions and 
improve them here and now. They may some of them improve 
themselves out of existence, by the gTowth of something better 
which has been grafted on them. It will long be the formula 
of moderate reformers that ‘ the words proposed by our revolu- 
tionaries to be left out stand part of our bill.’ They stumble 
that run fast. There are many kinds of compromise not aill 
of them admirable, not all of them ugly. I recommend no^ 
compromise with a generally admitted crime and evil. But aill 
combinations of men imply some degree of compromise. (Diss., 
I, 165.) The good kind is for example a concession of delay 
where ignorance is the obstacle and eventual supersession of an 
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abuse will come by diHusiou of kuowledg^e to prepare tbe way 
before it. l^be ug;ly kind was that proposed by some American 
after tbe Civil War, by which slavery, a moral evil, was to be 
allowed in some states, forbidden in the rest. (EIL, I, 302.) 
Sometimes we ask much knowing we shall get at least a little. 
Pitch your claims high and some will be granted. So (ieorge 
Stephenson put his claim for his engine at ten miles an hour, 
knowing that if he had said thirty, nobody would have treated 
him seriously. (Ell., 210. St. Andrew's 15.) These ques- 
tions, however, are rather of tactics than strategy; and 1 prefer 
to discuuS strategy. 

xV. Now I can better understand why your third paper on Socia- 
lism pleased and displeased both parties equally. It pleased 
with its criticisms, of the other side, and displeased with its 
concessions, to the other side. You must have held the scales 
truly indeed. 

M. Much the same, 1 am told, was said of my Essays on Reli- 
gion. ‘ 1 speak as to wise men; judge ye what L say.’ It is 
an English weakness lor w’hich we must make allowances, the 
love of compromise. (Ell., II, 378.) When I gave way to it 
in dealing with the Greater Britain about their Infant Indus- 
tries I had reason to repent, and I repented accordingly. (Ell., 
II, 27, 57, 66, 116, 197, 298.) 

N . Seeing no doubt that, like Peter Pan, the Infants had no 
desire to grow up. Nor have they done so since. 

M, Even the English often make compromise a vantage ground 
for reaction. They may exchange false opinions for true, in 
the case of free trade, without throwing otf the habits of mind 
that produced the falsities. (Aut., 238.) The statesman must 
always deliberate which is the path that at any given time he 
might, could, would or should pursue. To take only one step 
forward may be no ill compromise, but the true wisdom. We 
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must of course see to it that there is no goiu^ back. During 
my thirty years in the Civil Service, 1828 to 1868, I was 
learning something that told in all my political philosophy, 
namely the necessity of compromise, and how, on paper and 
in practice, we must save the essential by sacrificing the non- 
essential. (Aut., 85, 86.) 

iW You are thinking now of another kind of infant, Venfant 
tetrible^ Socialism. In 1869, when writing those papers, you 
found it hard to lorget that JLiOuis lilanc and the St. Simonians 
were no longer our oracles. After aU, you learned from them 

. and hoarier and liobert Owen the impoiiance of association 
and associations. JSobody has made those so prominent as you 
in Political Economy ; and you are especially delignted with 
the Co-operative Union as a voluntary effort not a creation of 
(iovernment. Y"et you lament (Pol. E., II, XIII, 4, Ashley, 
888), that small means ‘ produce no effect at all/ You des- 
pise the day of small things. You seem always uncertain on 
which to bestow the larger share of your admiration, the wonder- 
ful national character or the wonderful individual man. On 
the whole you think more of the individual man with his in- 
violate caverns. Not Carlyle or Kuskin or Matthew Arnold 
has censured English Society more severely (Aut., 58, seq, 
contra., 261); Erench Society escapes. You praise ihdxvidaal 
Englishmen in the exceptional cases ‘ where an unusual tender- 
ness of conscience leads to a habitual exercise of the intellect 
on questions of right and wrong.’ (Aut., 59.) The English 
as a body are blamed for not wearing their heart upon their 
sleeve. You yourself can hardly be said to have done so till 
after your death, even at Falmouth. Perhaps you looked at 
the English a little more favourably when you were a little 
way off from them at Avignon in the later years of your life. 
Your friend Carlyle thought better of them than you : ‘ Stupi- 
dest in speech, wusest in action.’ You question that? Well, 
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if they are inarticulate ever everyday affairs, how could they 
intelligibly utter their deepest thoughts if they ever tried? 
But they might, as Caidyle says, be wise in action. 

M. I do question that, both ways. They are not entirely 
stupid in applying prinri])les, but tliev take the principles at 
second hand. (Diary, Ell,, II, 357, 374.) I admit, with reser- 
vations, that they are wise in action, slow but sure. In 1889, 
I wrote that I knew thev would do nothing rashlv, I have 
personal reasons for knowing thev are often just and generous, 
unexpectedly, and choose a man for Parliament even if he will 
not speak down to them and flatter them. I was elected at 
Westminster in 1865, on what many siip^riov peonle thought 
an absurdly eccentric programme. (Aut., 282 to 284.) 

TV. Yes, you were brave enough to tell an unpalatable truth to 
a public meeting of workingmen, Richard Osier at the head 
of them, and to their honour they applauded you for it; and 
you sat for Westminster in spite of that incident and your 
advanced programme. (Aut., 282 — 4.) 

M. It was, I think, a fair and moderate programme. (Ell., II, 
22 to 26.) My own mind had been gradually prepared for the 
principles on which its details were founded. Even in 1830, 
I looked? forward to a future which should unite * the best 
qualities of the critical with the best qualities of the organic 
periods ’ to use the St. Simonian distinction (Aut,, 163, 166), 
and though I thought France led the way I was far from con- 
fining consideration to French schemes (ib., 172, 174). So later 
in the papers on Socialism my several arguments apply to all 
countries of our state of civilization. I think less than most 
of my friends of the differences of Race. But I admit that 
the French are led away by phrases. Their economists are 
more numerous than ours but less profound, and even in Bastiat 
with all his merits prejudices come out. (Ell., II, 208, 347.) 
In our own country and everywhere else the great democratic 
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dianges must for sureness and permanence be preceded by a 
change of heart in employers and employed; both must learn 
public spirit. I believe that common men in all countries have 
the capacity for that, and can learn to dig or weave for their 
country as readily as they now learn to fight for it. The 
hindrance is more in institutions than in human nature. (Aut., 
232, 233.) 

N. So said William Godwin. One might answer that those in- 
stitutions were themselves created, aided, and abetted by human 
nature. But Godwin was thinking of laws and governments, 

* you more of ' social arrangements,’ bad schools, bad fashions, 
bad habits and traditions. Your oracle gets its interpretation 
from your essay on Liberty. Jfow, in spite of these hindrances, 
or rather in order to do away with them, is there a seed of pub- 
lic spirit left in us? A friend reminds me that Hallam writing 
in 1827, speaks as if it existed under the Long Parliament but 
not at the time of writing. (Constit. Hist., Pop., ed., 1869, 
Ch. IX, 364.) He says the Triennial Bill of 1640, was to secure 
that ‘ so long as a sense of public s^iirit should exist in the 
nation (and beyond that time it m min to think of liberty) no 
prince could be free from restraint for more than three years,’ 
a time too short for much mischief. In our own day and 
country it is not the monarchs that endanger liberty ; they some- 
times have the inward spiritual grace, as well as the outward 
visible sign due from them ex-offi.cio. Their main fault is their 
expensiveness. 

M. You are getting more out of Hallam’s words than he put 
into them. We are not in the 17th century. The Triennial 
Bill might be security enough for a population of six millions, 
and not for one of thirty. The smaller the circle (and six are 
a small circle), the keener the interest in public affairs, for 
they approach more nearly to private affairs. Now it is private 
affairs that provoke the untaught interest of the ordinary man. 
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When we reach the greater circle, we laboriously ac(juire an 
interest in ^t by education. (Diss., II, 47.) Some do not 
acquire it at all. (Ell., II, 278.) 

A'. You mean that public spirit is an enlarged private zeal. I 
have read something like this in Burke, and in Adam Smithes 
Moral Sentiments, we hear of an enlarged benevolence. (3rd 
ed., 364.) But as to the drawback of greater numbers, our 
population was much more than thirty millions when I left, 
and yet a great many of your reforms, Mr. Mill, had donned 
jacket and trousers. Observe, there is only i)artial success, no 
embarrassing finality to revive your feelings of 1826. But per- 
haps you are disappointed whether you win or lose. 

M. Disappointed? No, 1 should stalk oif like Malthus with 
long strides. I am become a fool in glorying, you have com- 
pelled me. i wro^e in 1861, that, when the organic or con- 
structive movement really began my speculations on constitu- 
tional government might prove of some value. (EIL, I, 246.) I 
was quite prepared for a very slow progress. Though I never 
entirely despaired of my (‘ountry or the world, I sometimes 
talked as if, instead of coming with a thunder-clap, refom 
advanced at the pace of geological periods, none of them so short 
as forty years. In private conversation and letters I may have 
spoken differently. 

.V. Yes, in a private letter to an American friend in 1889, you 
wrote that ‘ the emancipation of women and co-operative pro- 
duction are the two great changes that will regenerate society ' 
(Ell., II, 172), and in your diary of 1854, that ‘ a slight change 
in education would make the world totally different ’ (ib., 386), 
We have taken one step at least towards regeneration out of 
these three, namely the filrst of them, 

M- Is the position of women reformed? Eor man or woman 
political power is the only security against oppression. Have 
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they obtained it? (Ell., II, 104, 1887. To Florence Night- 
ingale.) 

iV. Eeform moves faster than geological changes. Women vote 
for parliament, and at least in the Commons, sit in parliament. 
They take part in Government. Yon speak of ‘ the Toryism 
of sex.’ (Ell,, I, 208, 1858.) We may have something of this 
left. But we have the Ballot, which you disliked (Aut., 291); 
and we cannot tell with certainty how the women vote. Arago 
defined the Tory as the fixed point from wliich to measure 
progi’ess. (Car. F., 34, 1838.) Nobody wears the name of 
Tor>' now; but it is believed that many women, even after 
their emancipation, are content to mark time. 

M . In spite of my father, I did not like the Ballot, nor did I 
like the idea of payment of members, which I am told has been 
adopted. (Ell., I, 210, 1838.) But emancipation means more 
than the vote, or 1 wrote mv Essay on Liberty in vain. It 
means ^ the fT*ee direction and disposal of their own faculties.’ 
(Subj. of W., 182, ed., 1870.) 

.V. Something has been done for this, Mr. Mill. Let me begin 
with the humbler achievements. You favoured the Factory 
Acts, though you say little about them in your Political Eco- 
nomy and make much of the invidious classification of women 
with children under those Acts. (P. E., XI, 9, Ell., II, 120.) 
Both women and children are better protected now. Higher 
careers are open to women. We have women doctors, lawyers, 
justices, mayors, presidents of great societies, and professors at 
colleges, where in almost all cases now they take degrees on 
the same footong as men. They are getting advantage from 
the open competitions for the Civil Service of which you so 
heartily approved. (Ell., II, 365. Repres. G., XVIII, 140.) 

M, The open career will not of itself regenerate Society. The 
higher education is needful for women precisely as for men; 
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but they may make it tetl in ways of their own. (Subj. of W., 
1870, 105 seq.) 

l\. You described the introduction of industrial Partnerships as 
the other change which would immediately regenerace Society. 
You thought the world would be ripe for such before it could 
be at all ready for socialism. (>^11,, 1, 198.) The legal obstacles 
have been removed as you desued. (Oiss., 11, 215), but this 
reform is not yet in jacket and trousers; it is, let us say, in 
the jat‘ket but not yet in the trousers, while, ali the time, it 
is becoming more clear that the Tables are Turned on the em- 
ployers. The ‘ labouring classes ’ have greater power both in 
Parliament and out ('f it than in your day. All the greater 
is their jealousy of real or fancied assailants of their independ- 
ence. The House of Lords is hardly to be counted an assailant 
now, for though it has not been thoroughly reformed in the way 
you desired (Ell., II, 198-9), it has been bridled by the Parlia- 
ment Act of 1911. Our democracy starts with one gjeat ad- 
vantage : all parties recognize that our j udges are not corrupt, 
an opinion with which in spite of your youthful speeches in 
debating societies I feel sure you would agree. (Economica, 
March, 1925, speech of 1825.) li is not the law^ but the old 
prejudices that aie the difficulty. There would be more of your 
industrial partnerships if the employers gave to the representa- 
tives of the employed the same (jonfidences as are given to 
shareholders' representatives in an ordinary company. When 
the employed are made sure that there is no hiding or covering 
up, the plan of partnership is said to answer well even now. At 
first and a little time afterwards plans of this sort will need 
more intellect than is usually the share of ordinary men, em- 
ployers or employed. The partners need not have the playfully 
imagined disinterestedness of the shepherds in the first book of 
Plato's Republic, or Ezekiel, XXXIV, 2, who fattened the 
sheep entirely for the sheep's advantage. But neither will they 
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see in all profits unpaid labour, as of eggs on the breakfast- 
table, certainly not produced for the producer’s benefit. They 
will find that business ability is wanted even in the poultry-yard 
before the hens yield profit to their employer. Still, in those 
industrial partnerships at least, the hefn is unmistakably mistress 
of the sdtuation. She hatches and markets her own eggs and 
there is no exploitation for alien breakfast tables. The scheme 
as yet wants men who are forward by nature, or forwarded by 
education; we must provide education for both the bright and 
the dull,* education in a broad sense, embracing morals and 
public spirit. 

J/. Yes, in both employers and employed there must be a moral 
education, and also the intellectual education in the elements, 
call it mere instruction, ought to be better than in my time. It 
was wretched then except in Scotland. (J)iss., II, on Claims of 
Labour, 1845, 200 seq-) But the ‘ sourde animosity ’ of the 
employed towards the employers will not disappear till the 
first become partners of the second, and they must be educated 
to that end. (JJiss., ib., 206.) 

.V. In spite of many drawbacks, education .is better now. 
Citizens generally, * labourers ’ in the broad sense or the narrow, 
are better instructed now than in your time, and likely to do 
better justice to new opportunities in spite of the newness. The 
success of co-operation in shopkeeping has brought out latent 
business quality in not a few of the ‘ horny-handed sons of toil.’ 
You deplored the depredations of the middleman on the wages 
of the workman, far worse, you said, than any depredations of 
the capitalist. (P. E., IV, VII, Ashley, T89.) They have 
been checked all over the country for five millions of co-opera- 
tors. This does not mean that we are very near your industria^l 
millennium. The pace is set for co-operation, both productive 
and distributive, by the world outside with its competitive 
markets. A world where co-operation rules alone without lean- 



JOHN STUART MILL, THE REFORMER 


793 


ing on competition has been tried in Russia unsuccessfully. At 
present co-operation, like the Labour Party in 1924, is kept 
in power by the disagieeinents of other ])arties. It will be long 
before we are able to dispense with the rewards and punishments 
of com})etitioii. Hired managers may not obstruct experiments 
but they ar' not likely to push them. Without experiments, 
as you often tell us, there is no progress (e.g., Soeia^lism, III, 
517, bl8). After you Jevons set greatest store by experiments, 
especially in legislation : he would try a measure locally on a 
small , scale before ap])1ying it to the whole kingdom. (Contemp. 
Rev., Feb., 1880.) 

M , This seems better than tentaiive legislation for the whole 
kingdom at once. 

Yet we have had a burst of the latter sort at the beginning 
of this (entury — acts for Social Services, Insurance, Pensions, 
Industrial Schoo-ls for example, and especially Public* Health 
Acts relating to hospitals, maternity and child welfare. These, 
or at least the Public Health Acts seem likely to stay; the pro- 
vision for the unemployed seems to liave been worse administer- 
ed. All such measures helj) the poor more than the rich ; they 
therefore raised real wages at a time wlien nominal wages ceased 
to rise^ So at least it has been ingeniously argued (by Prof. 
(>lay in Economic! Journal, March, 1927, p. 8, etc.). 

J/. It might have been difficult to try such experiments on a 
small s(;ale; and you will remember I did not recommend it 
withoul exce])tions. 

A^ Yo, I remember you would not allow unlimited liberty of 
‘currency juggling.' (J)iss., 1, 42.) We have reformed that 
indifferently well with us. Though the jugglers are always 
with us, the balance of opinion is against them, even in Bir- 
" mingham. The AVar carried us into a paper currency; six 
years of Peace carried us back again to sdlid ground (1995)* 



794 


JAMES BONAR 


3/. If there are rooks ahead, there are also steps ahead. Sad to 
say it is seldom my London that takes thein^ more often the 
North of England and the Midlands. But niy London was 
probably sound on the Currency. 

.V. You may like to hear of the fortunes of your liondon in other 
connections. You and your friends desired one municipal 
government for London, not that you loved centralization, but 
you thouf^’ht the English bias was unfairly allowed to tell against 
it even vvheji the merits of the (*ase were in its favour. (Ell., 
I, 2S5y year LSfiO, rf. 28B contra.) It is a general term, no 
more tejTible than tlie Church and your other ^ plundered 
abstractions.’ In London T do not think it was the unfamiliar 
name but the too familiar thing that 'was disliked; the people 
preferred to administer the Poor Law in their small localities, 
and they hated centra] boards because these interfered with old 
liberties of action. Sometimes, it is true, a familiar ill-name 
like Socialism makes them start. 

I/. You were rigid in saving ‘you and your friends^; others 
shared with me the desire for a governmeni of Tjondon that 
should do l>etter than the Melro])o]itan Board of Works of 1855. 

Y. In your day, Sir, all London outside the sacred City lay 
under Vestides. You thought in 1860, that one large body 
would excite the jealousy of Parliament itself (Ell., II, 183), 
from common false nolions of the powei* of the Paris Commune. 
But if you had reached the years noi of Methuselah but only 
of Bentham you would have found your idea carried out and 
even your reservations and safeguards in effect adopted. The 
Conservatives themselves adopted and passed a general scheme 
of County Councils for all Britain, in 1888. London outside 
the walls of the City was glorified as one County by itself, to 
the exclusion of the enveloping Middlesex and the rest. To 
relieve the ‘ centralization ^ we received from the same Conser- 
yatives in 1899, a group of Borough Councils doing the work 
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of the abolished vestries, missed but not wanted, as Temple 
Bar by the omnibus drivers. It was, as ^ou had planned, one 
Municipality, so framed as to allow a chastened local activity; 
and the incubation of the idea has been shorter than you ex- 
pected. (Aut., 28T.) 

M. it is to be hoped that those who live in these later days will 
remember their known and unknown benefactors. (Ell., 11, 
886, 1854.) 

iV. \es, Sir, it has been on the whole a real benefaction. It 
has in many ways rejuvenated Greater London, and roused a 
civic patriotism rivalling* that of the CUd City in the days of 
John Milton. It has made this greater area a better dwelling 
place for human beings. 1 cannot say there is no complaining 
in our streets, but the streets themselves are better; and provi- 
sion of better houses tor humble citizens has at least made a 
beginning. There is a cautious municii)ul socialism that falls 
in very well with your views. It is not at all confined to 
London, but exists say in Manchester, Glasgow, Eudderstield, 
and Birmingham. There are parallels overseas. Even the 
great centralizers, political socialists, far from being jealous 
of municipal, are proud to point to it as a forerunner. You 
might* prefer to say that the great cities are playing a part like 
that of your favourite federalism. 

M. I recommended that for Erance, especially as giving a good 
opportunity for social experiments. (Ell., 1, 820, cf. 848.) 
She would :hen have been one, l)ut not indivisible. There was 
something of the sort before the Revolution. 

N. It seems strange to some of us that you did not recommend 
it for Ireland. Y'ou thought we were very bad governors of 
Ireiland; you would have reversed the standing policy, and 
given the land to the men that tilled it, as during the French 
War General Hoche would have done if his expedition had sue- 
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ceeded, and his landing in 1796, had been followed by conquest. 

r 

^England and Ireland, 1868, pp. 12, 20.) The Irish peasant 
would have become aw the French is now, or as we have allowed 
the cultivator to be in some parts of India (ib., 22). But you 
thought the indej)eii deuce of Ireland neither possible nor desir- 
able (2G). You may be surprised to hear that Southern Ireland 
has now an independence, qualified by ‘ the personality ’ of a 
common monarch, and by a federal union^ of both of which 
you then thought little (ib., 32, 35). Yet it was understood 
quite in your own manner as a step towards ‘ Universal Peace, 
grounded on federal institutions.’ (Ell., 11, 294.) You sug- 
gested a Loan scheme for the buying out of the Landlords, it 
was adopted by a Conservative Government. A coalition be- 
tween Conservatives and Liberals went farther and granted 
‘ Home Kule ’ in 1922, after a gieat war and in presence of a 
great crisis in Irish alfairs. The incubation lasted thirty-six 
years, and but for the War and the Crisis might have been 
going on still, though the War, that eventually hastened, at first 
delayed Home Rule. We cannot blame you for believing in 
what now seem half measures. We have had the special assist- 
ance of big political events. 

M. Ho not suppose that 1 thought Peasant Proprietorshij) a 
general panac-ea. 1 wrote in all editions of my Political Eco- 
nomy (IV, VII, 4, Ashley, 762), that it was pedantic to suppose 
agricultural improvement would come in the same way into all 
countries alike. But I thought Ireland needed the French 
system, while the plan of landlord and tenant seemed to* fit 
ourselves as we then were. I put this Irish proposail forward as 
the thin end of the wedge, in the years of Famine, 1846, 1847; 
but no man regarded. Few had even heard of such a creature 
as a 'peasant proprietor.’ (Aut., 235.) I have had my way 
now, but not at all according to any vision of mine in the final 


scene. 
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Xou desiied Propoilional lUipresentatio.u for all representa* 
tive systems, to secure represent ation of minorities and thereby 
mitigate ii little the tyranny of majorities, which is as odious 
to you in politics as in Society. Tlie Irish Fiee State adopted 
it tor its Lower House, lou we»e generous in acknowledg- 
ments to Mr. Thomas Hare, and you were sometimes sanguine 
about the prospects of Ihe s(Leme at large. It has not been 
entirely luitjied, but in Britain it is not yet in jacket and 
trousers, only in large blue books and certain Universities, 
(llepres. (iov., Ch. Vil, Ell., pass im.) its period may prove 
to be geological. It is at least an excellent topic for young 
men’s debating Socidms. 

M. bray be serious. Without that safeguard, democracies are 
imperfect. My comfort is that the idea usually attracts the 
best men, and sometimes the best politicians. They recognise 
that in an ideal demociaciy minorities are outvoted but not sup- 
pressed. (Aut., 259.) 

Another experiment may sui prise you as much as home rule 
in Ireland. You seem to have expected failure in the Govern- 
ment of India when your East India Company lost hold of it. 
There is actually an experiment going on' now in the Self-Gov- 
ernmftnt of India, a Dyarchy. (Itepr. Gov., Ch. XVlll, Car. 
E., 920.) As a Radical, you must ai)prove of it, and as a ser- 
vant of the Company understanding the matter from the in- 
side of its office you liked the Double Government, of Crown 
and Comj)any. At present the Double Government is of Crown 
and Country. An admirer of yours, Mr. John Morley, has the 
credit of Ihe first steps towards it. It is still on its trial. 

.1/. What of Greater England, the dependencies overseas? 

.V. These ‘ dependencies ’ no longer ‘ depend they are children 
that have all grown up, without much help or hin<lraiice from 
us for the most part. They are no longer Colonies but Domi- 
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uious; aud your forecasts were justified. You regarded tlie 

i 

spiritual bond between us and them as ‘ a step towards universal 
peace and g^eneral ir iendly eo-operation among nations/ (Repr. 
(j., XVilJ, Idd.) Tliey are ‘ a group ol nations forming tlie 
Jiritisli Commonwealth of Xaiions ’ as is said in the Irish Oath 
of Allegiance (1922). You stood out for Durham and his claims 
for Canada, in 1837. (Aut., 216.) You had aspirations after 
an international understanding. (Diss., Ill, 153, on Non-inter- 
vention.) Since the Great War of the 20th century, we have 
seen the beginnings of a League of Nations, which is already 
drawing on its jacket and trousers. We remember that you 
wuote to Barclay Fox (Car. L., 421), in 1840 on ‘ the bestial 
antipathies between nations,’ and to Cliife Leslie in 1860; ‘ that 
there may one day be a kind of loose federation among the 
countries of Europe, and a common tribunal to decide their 
ditterences, is likely enough.^ (EIL, 1, 238, cf. 11, 294.) This 
aud a little more, has happened, though the Philosopher Presi- 
dent, who set it agoing failed to carry his own country with him. 
Notwithstanding occasional shyness of the United States, it is 
as true now as in your day that we deal more frankly with them 
than with any other nation ‘ The ostensible causes of our dis- 
agreements are always the real ones.’ (Ell., II, 296.) 

f. 

M. In their great struggle I sided with Bright and Cobden iu 
their support. As you know I am not an advocate of Peace 
at any price. (Ell., 1, 292, r/. 133.) 

/V. You went farther than Bright and Cobden in many matters. 
You would not have bound yourself, as Cobden did, to go no 
farther than Adam Smith in Land Reform. The land was not 
made by the landlords and should (you said) belong to the 
State. (Ell., II, 123.) You have given us many household 
words in philosophy and politics. Among the political are the 
‘ stupid party ’ (Repr. G., VJl, 56 note), and ihe ‘ unearned in- 
crement.’ The ‘ stupid party ’ has disappeared with the Tories. 



JOHN STUART MILL, THE REFORMER 


799 


The other phrase is still with us. You applied it to rurail as 
wdl as urban incomes. (Ell., IT, 264, 313-4, 340, 390.) Ai,^ri- 
culture since you left us has for the most part had dull times 
and no increment. The problem of city property, where speak- 
ing’ broadly there have been no dull limes, has occupied us very 
often. Henry (ieorge came to us forty years a^o from (-alifornia 
to preach the redemption of all ])eop'les by the nationalizing' of 
all lands, lie A\ent in the same direction as you, but would 
have us go very much ta^^er. (Ell., 11, Append. H.) The idea 
is still in jirocess of incubation. We are more severe taxers 
of all rich people, esjJecially after their death. Our g-reat 
achievement, (juite accei)iable to you, Sir (Ell., IT, 315), is a 
Death duty, making* the heirs of a multi-millionnaire (of over 
two million) gi^v uj) 40 ])ei‘ cent to the Exc'hecjuer, and lesser 
fortunes in less (but still fiscally profitable) proportions. The 
result is a certain dimiTuitiou of overgrown jnoperties. Hut 
the unearned incremeat in its own right remains substantially 
where it was, in si)ite of a promising measure begun and droj)- 
])ed just befoie the War. It must be said that Taxation as a 
whole body and system is better understood and better adjusted 
in our day than in yours. The improvement has been assisted 
by an economic ])rinci]de called Final or Marginal Utility, 
hardly, disc’overable in your Politictal Economy, Sir, though 
Edgeworth’s microscope found a trace of it. (II, ii, !i4.) 
Jevons and Marshall inach' it prominent in theirs. In our In- 
come Tax as in those Death Duties we may be said to exempt 
ne(*-essaries as you presc’ribe (V. II, 3, Ashley, 81)6); and we 
apply the progressive scale which you deprecated (ib., 808), 
declaring it a punishment of induvstry and thrift. You desired 
retention of the House Duty, to catch something of the unearned 
increment; we have lately, they say, abolished it altogether. 
You desired to contriAe a tax on expenditure. (Ell., II, 307, 
317). It has been tried, not very hapi)ily, elsewhere; we have 
not adopted it. 
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M, \ou mean that some of luy ide^’B have been carried out in 
substanee, none in detail. 

N . It is the substanee that matters. There are few more suceess- 
ful reformers than yourself. Even your ^ Malthusian heresy/ 
with details altered, is now almost an orthodoxy. (Pol. E., I, x, 
II, xii, xiii, 89. Pain, d.S.M. EIL, I, 142, II, 127.) I do not 
know that oo-o])eration has taken particular care of the matter 
as you fondly expetded (Ell., I, 2(!9), but the civilized world 
in ^I'eneral shows sio-ns of attention to it. It was not always of 
sufficient concern to the finer wits of your own day ; your own 

• father, ' advan(‘ed ’ as he was, did not at first show the way. 
(Ant., 3.) 

d/. For common delica(‘y forbear. I have never defended him; 
I have denounced those who follow his example. (Pol. E., II, 
XIII, 375, note.) 

A. 0, Mr. Mill. I shall most certainly forbear. You were the 
eldest of the nine (Bain, J.S.M., Ol), and were safe in any case. 
If, as some lieretics do vainlv talk, Credit is Capital, surely 
^ outh and Talents mio’ht easilv seem to your fatlr^r to be so, 
and therefore to justify him, with more cause than the Vicar of 
Wolefield, in refusing to remain sin^,4e and only talk of popula- 
tion. You, vourse'lf, Sir, did not seize every occasion for show- 
in^>- the way. You say nothing: of the subject at St. Andrew's, 
when pressing: the youno* men to study Political Economv (09, 
79). Perhaps the warnino'^s of Malthus weie included in your 
allusion to the iinfeelino- laws of Nature that will break even 
the rig’hteous neck when disreg:arded. Your University pro- 
giramme, like the old Arts piog:rainme of the Scotch Universities, 
would include classical literature, philosophy and the outlines 
of science. It ^^as not heretical for those days; it may be vso 
now. You were perhaps thinking of your own readv acquisi- 
tion of Uatin and Greek in your teens; you never will believe 
yourself precocious and abnormal ; and you ask ' Is the human 
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capacity to^ learn mea.' med by the capacity of Eton and 
Westminster lo teach? ’ Even the poor S<M)t{‘h student leains 
a saving amount of yc)ur subject, retrieving* the backwardness 
of hta teens during his four years of college, where he cultivates 
philosophy on a little oatmeal. Our Pundits at the Universities 
take a more modest view of human powers, and, to use your own 
metaphor, have for the most part given up the attempt to maka 
both coat and tiouseis. (Address 12.) Even in the new 
provincial foundations, Manchestei*, Leeds, Bristol, special 
studies, nearly or wholly professional, are allowed to l>egiu 
earlier than you would have liked. 

M. ] warned the lads thaf ‘ T(m) narrow’ a view of the possibilities 
ot education narrow’s our (‘on(‘eptions ot the future of mankind.^ 
(Addr. 16.) 

.V. It may mollify yf u to hear that we give University guuluates 
an extra vote, thereby carrying out, 1 admit, somewdiat feebly, 
a favourite idea of your own. (Ell., 1, 290, Repr. Uov., ('h. VII 1, 
72, 7f‘{, et(*.) A better atonement is the general influeuce of the 
provincial institutions themselves, spread far more widely over 
the country now’ than in your day and enabling eveiy poor man 
that has the will to get something in the shape of ‘ higher edu- 
cation.J J do not think yon w^ould repeat the do(*trine of your 
article on Uivilization ihat the advance of the masses crushes 
intellectual energy. You will allow’ that De Tocqueville’s 
forecast of a stagnant uniform America has hardly been justified 
there. Both there and here the types of men and districts 
remain varied, unlike each other and thereby stimulating each 
other, democratic as they are. 

M, You are beginning to sing the praises of the present. The 
Past and the Absent are always in the wrong. But your 
defence means only that we are no w^orse than our ancestors. 

N- Still, Sir, you are the last man b) undervalue new oppor- 
tunities and new’ machinery, whether for material progress or 
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inteliertiial. Since yon j)ut iliis Present on its defence, I 
submit Hint inateriiilly we are mucli better tlian you were in 
the iorties, and spiritually a little better, even tboupi^h that 
(‘onieth not of observation, like hi»h wa»*es, and electric light- 
ing'. It is iierhaps significant that good music* has larger 
audiences than in your day, and chea]) literature of a good sort 
has a large ciiculation or the publisheis would not pulvlisli it, 
also that with us and still more in America aii\ and every 
lecturer even on jirofound subjects finds hearers. 

.1/. Cobden wrote to Francis Place in PSdii, ' Yo.i have lived 
through by tar tlie most eventful seventy years in the world’s 
history.’ (Lite of Place, by Wallas, Bbb.) He was no doubi 
excited by the vic'tory of Pepcnil ; l)ut could any one looking 
back now over seventy years sa\ as mu(*b ? 

A’. You remember that when the patient in Pedlam said to the* 
visitor, ‘ 1 am the Kmperor of (’hina,’ his keeper whispered, 
‘ They all say that, Sir.’ AYhat was it that Place had seen?' 
Cobden’s words are : ‘Bless yourself that you live in times 
when reform bills, steamboats, railroads, penny postage, and 
tree trade, to say nothing of the ratification of (‘ivil and religious 
liberties ’ (in which you have hel])ed), ‘ have been pcKSsibh* 
facts.’ 

M. There is no one to match the praiser of his own time for 
exaggeration. I am told that (k)bden added ‘ The fifty years 
during which you have been an observer of public evcuits have 
been more fertile in great and enduring incidents than any five 
(’enturies I could select.’ Jf he did not set much store l)v the 
Eeformatiem and Benaissance, he might have lemembcred the 
Discovery of America, without which much of his own occupa- 
tion were gone. 

A^ A^es, they all say that; and 1 shall try not to glory in having 
lived seventy years after Francis Place and fifty after you, Sir. 
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But we taxe not been behind our ancestors in material improve- 
ments an(l*inventions. It is the a»*e of the aeroplane. Science 
has found oui the seioels of heio*hts and depths uncoiiquered in 
your day. Both Poles have been visited and theie are no longer 
any solitudes. 

;!/. So much the woi'se. to my thinking. 

A . Let me go on and you will be better pleased. Medical skill 
is better. We are near!} as successful now in curing us in 
killing. As for our i)olitical achievements in tlie worUI at 
large, we have moi(‘ lhan doubled Iasi century’s number of 
])opiilar govern men I, s in Murope. We have a new plan for 
training backward peojdeN else\Nhere for self-government. They 
become ‘ mandatory states,’ instead of subj(*cts. This idea 
‘ lien under the sun/ was produced under that brilliant novelty 
the Leagin* of Nations, wbicli is champion of the minorities and 
weaker jiowers. In onr own country political liberty has gone 
from strength to strength, 1 <‘onfess with too little regard f(»r 
\oui' pajti(*ular (dients the minorities. The autonomy of the 
individual, if no better oh', is no worse off. When all is said, 

I admit that we are \in])rofitahle servants; it was no glory to 
do all this witli so mncli unused power to havi* done more. Bui 
is nof Ihis negle(‘t clnngeahle ag'ainst every Present Time, so 
long as all men are mortal? 

M. You have said little of the s])iril, intellect, imtrioiism, 
seientifb' study, leadms of thought, poets and artists. We were 
hungiy foi great men of all sorts in my time, and 1 joined ill 
(hirlyle’s laments. (Ell., I, W and 4(1, im, to (kirlyle 18T2.) 
It seemed to me (in that ytnir of Hefonn) that the world was 
becoming ^ a dead flat.’ 1 thought 1 should lost* all interest in 
the world if there were not two oi* three jiersoiis of such high 
([uality that they redeemed it from total banenness. There 
were few such in my own day. But 1 was not always so 
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despondent, at least in my Books. Perhaps T was most so in 
my youth (e.gr., Diss., I, 97, 1835). 

*V. We judge you, Sir, by the words of your own publications, 
your ripe considered judgments on any matter. In remi- 
niscences and letters we often too plainly recognize the spur of 
the moment, or the curb of ill health. Tfo man is heroic at all 
moments. The publi<* sees the hero in his heroic moments, 
w’hich are, say, a tenth of the whole. Your valet sees you in 
the other nine, and makes the most of the observations which 
bring you down to his own level. Your correspondents were 
of higher quality than the valet; but still your dicta to them 
are your apocrypha, not your canonical scripture. Please 

believe that T have been questioning you nol in the manner of 
an Astute counsel lying at the catch, but as an inquiring spirit 
seeking light, in a wholly deferential manner. 

M, Carilyle's Heroes did not get my ripe cojisidered word in their 
favour. They might help the world perhaps if there were 
always two of them together as rivals, to checkmate each other 
and undo the bad effects of autocracy, (Ell., IT, 384, diary, 1854); 
but this seldom happens. 

N. It is (jibboii’s notion, of dividing the allegiance of those who 

rush to slavery ((4i. T, XVI, end). Your De Toequeville 

thought that deniocra(*ies did not of themselves bring forward 
the best men (quoted in Diss., II, 30). J'erhaps the best men 
do their work without being ^ brought forward.’ While we were 
uniting for them, they may have been silently doing the things 
we wanted. What says Guizot quoted by you^ ‘ Things in 
England are gi’eater than the men accomplishing them.* 

(Diss., I, 98.) Some men, called small, were in fact ac compli- 

shing the things. So said Mommsen of Eepublican Rome 
‘ Ordinary men, extraordinary deeds.’ In spite of Carlyle it 
may turn oui that in politics, now all-democratic, the su])erman 
is a stiperstition and superfluity. We should surely be well 
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served by citizens otherwise ‘ ordinary * if they had your passion 
for public service and at the same time your devotion to personal 
liberty, the free growth of each man’s talents. This means for 
men like you an embarrassing alternation of ‘ solitude and 
public employment,’ an old dilemma. Duty called you to both, 
Mr. Mill. In which of them did you find your (Greater 
Happiness? 

But the lover of Solitude bad I ready re^^ained it. 



THE BOMBAY MILITARY SAVINGS BANK 


BY 

B. Ramohandra Rau, 

rnircrsity, Calcutia, 

(Based ou unpublished mauiis(*iipt records.) 

It is indeed u pity that no historian ol* Indian Jiankin*** has 
drawn attention to this institution. My first attention was drawn 
to this subject when 1 studied in detail, the history of the Beng^al 
Military Savings Bank and its chequered fortune. Except an 
occasional mention of it, the contemporarv Asiatic Journal even, 
does not furnish the details of its actual starting, the object of the 
(ioverninent in starting it^ the period of its existence, its manage- 
inent and othei* informative details from which the j)resent gene- 
ration might hope to draw anv interesting lessons. While the 
transactions of the Bombay Military Fund, whi(*h should not be 
mistaken for the Bombay Militaiy Savings Bank, are freely quoted 
in the Public Proceedings of the Bombay Government, even a 
casual reference to its existence is not forthcoming. The Index 
to the Diary and {kmsultation Book does not mention this ns a 
se])arato item. While the Government Saving Bank's* transac- 
tions are fully recounted every year, the details of this institution 
have esca])ed the attention of the observers. It is indeed a pity 
that even the Militarv (Consultations do not pay miough iinpoitance 
to this institution and there is no separate compilation of its ret‘or(ls 
on this subject. 

Origin of the Bank. 

1 li(' stalling of tlie bank was due to the loss sustained by a 
non-commissioned officer, whose baggage was plundered by the 
Bheels. Gne Havildar Major Davising of the 1st (Treiiadier 
Battalion Regiment lost, while on his march from Pintsae to 



the liOMBAY MlLITAllY SAVINGS BANK 807 

Meywar, iiboul lis. 35T ‘‘ which he acquired within a period of 
iiiiieleen years/ ^ As soon as the said hxss was reported and 
(‘Oinpensation claimed by the ^Major, a CV)urt of Inquiry was held, 
which came to the opinion, that the ])etitioiiei had the money, 
which Avas lost, when the bag‘^*a*ie was plundered l)\ the Bheels. 
The Coniniainhu-in-diief was requested to (‘on.sidei- the advisabi- 
lity of oi)enino‘ a Savings Bank for the native sei)oy>, s.) as to 
proA’ide a sale ])lace for their savint»s. (b) liis torwarding* the full 
(‘onespondence with refei>nce to the abovenuMiti{)ne{l incident, a 
Committee was ap])()inted “ to report on the best moth' for carry- 
ing* the a 'langeinerit into effect. ”2 Dc'puty Ac(‘ountant 

(reneral, the Military l*aymasteis at the Presidency and the 

Military Officer Commanding* the .f ha usee Battalion were reipiesl- 
ed t(' serve on tin* abov(‘'5 Committee and aftei* delibeiating for a 
l)eii()d of three months it wrote ont a report considering the ad- 
visability ot tile star'^ing ot the Militar\ Savings Bank for the 

native sepoys/ 

Oeneial orders were passed carrying into effect the above 
recommendations and as the preamble to the orders briefly recounts 
the object in starting the Bank, it is worth while to quote its exact 
Avoids in this connection : 

Aj)])lications and (daims having been at various times 
ineferreij by sepoys for loss of money carried about their persons 
or with (heir baggage and it being im])ossible and contrary to 
every princijile 'that (b)vernment should be accountable for private 
])r()])erty i*arried about at the caprice of individimls, yet being 
desirous that the sepoy should be afforded every facility in the 

1 This inci^lo?if Jiappc/ied on Mtb April, 1827. 

2 The orifjrimil plan nientioned in the Ci.(t.O. was altered by the Committee 
and the initial deposit of Um. 25 insisted upon by the GXI.O. was reduced to 
Its. 5 by the Committee. 

3 See Military ConsultationM — lat April, 1829 — Nor. 165 and 176. 

4 For a draft report of the Committee’s tindingR gee Military Consiiltationa, 
Jst April, 1829; and also Nos. 12 and 48 of 15th July, 1829. 
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way of depositing his savings in a place of security ’’ it was 
determined tlml a savings bank should 1)0 started for tlnuji. 

The Plan of the Bank. 

Any sepoy, who desired to deposit ii sum of no I less than 
llupees h’ive, may forward it with an application, throug^h the 
ofticei commanding his Company to the Paymaster of the Kegi- 
ment who will grant him a receipt for the amount countersigned 
by the Commanding Officer upon which an interest of 4 per cent 
will be allowed from the day on which the total deposit sum 
accumulated to Rs. 25, provided that it is not called for within 
three months. 

The Paymaster of every Corps on the receipt of such deposits 
is to prepare at the end of each month a list in dupli(‘ate of the 
names of the sepoys who may have made a deposif and the 
companies to which they respectively belong spetufying in a 
column against each individual name and the sum deposited by 
him with the date and pay over the aggregate amount to the Pay- 
master of the division nr district who will remit the same imme- 
diately to the Sub-Treasurer by draft on Ihe Military Accountant 
accompanied by a detailed list. 

It was also determined that as soon as the deposit of any 
individual sepoy shall amount to Rs. lOl), the Sub-Treasurer will 
upon application from the Regimental Paymaster, through the 
Division or District Paymaster traiLsmit the usual Treasury hill 
or other (Tovernment certificate in each man’s name (bearing 4 
per cent interest per annum) to that officer, who will deliver 
it to the Regimental Paymaster for the purpose of being substitut- 
ed for the receipts first granted which are then to be considered 
as cancelled. 

Provision was also made for the withdrawal of deposits and 
should any sepoy require to withdraw a part of his money 
provided it was not under Rs. twenty-five, he was allowed to do 
so. A receipt in duplicate specifying the name of the sepoy 
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bearing the conn tei -signature of the {'oiiimaiiding OfRrer and Pay- 
master of the lleginient l)eiug presented 1i> the Division or Distriet 
Paymaster or the (\)llector in the abseiiee of these offieers; he was 
to charge the same t i the Territorial lK)oks.” 

The payment of annual interest on the deposits was to be 
discharged in a similar way. 

The following do:'uinents were drawn up to facdlibite the al)ove 
transactions and the whole book-keeping of the Military Savings 
Bank consisted in filling up these documents carefully. The 
documents are self-eN])lanatory and need no iniiher comment. 


A 

Rkcumekt Nattvk Tnvvntuy 

Tiist of sums deposited by sepoys in the Regiment for the 
mouth of under sanction of (i.(t.t)., dated 


Names 

Com {) any 

Date of 
I)ciK)sit 

Amount 

Itcrnarks 



1 

j 

j 




Total deposited Rupees . 

To the Paj^master 

Di vi s i on A A 

Pay master- Reyi men t . 

A copy of the above document was to be sent to the Command- 
ing Officer of the Raginient itself. This was evidently meant as 
an internal check ensuring prompt and correct entries. 
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Skpoy Saving Fund 

List of sums deposited by (\)rps serving in the Division of the 
Army under sanction of the (x.ti.O., dated for the month of . 


Corps 

Names 

Date of 
Deposit 

Amount of 
each 

Total 
of each 
Regiment 

1 

Remarks 

1 

i 

I 

j 

i 

1 

1 

. 


! 

1 


i 


Total Eupees- 


The B form is thus a consolidated statement giving an accurate 
idea of the iotal savings inade by the sepoys in the Army as a 
wliole* 

Deposit Receipt. 

While the ojigijially formulated plan did not contemplate the 
issuing of a separate deposit receipt, the Committee which made 
several minor imj)rovements in the original plan suggested the 
issuing of a deposit receipt 1o each individual sepoy making the 
deposit. 

‘‘ I hereby certify that sepoy of the Company of the 

Regiment Native Infantry has under the G.O. of 

paid into this office the sum of rupees twenty-five 

which is to bear interest at 4 per cent from being three 

months from the date of the last ])ayment made by him to complete 
lhat sum.^^ 

Bombay AB 


Division Paymaster 
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Other Regul^ions. 

The possibility ot outsiders depositing* sums in the sepoy 
savings bank under false names was also not ignored. It was guard- 
ed against by declaring that the said deposit would be confiscated, 
as soon as it has been detected that an outsider has made the 
deposit. 

It must not be considered that such a regulation was meaning- 
less and altogether unnecessary. Even ^he i)re8eni-day Post- 
Office Savings Bank did experience a lot of trouble by the deposi- 
tors opening several accounis in order to overcome the actual 
maximum dviposit limit. 

Its Actual Achievements. 

On 7th April, 5 1830, the Bank was formally inaugurated. 
But adequate and sufficu'ent ][)recautions were virtually taken before 
its acdual starting, so that the sepoys might not fail to take 
advantage of the above institution. Tlie G.G.O. was translated 
into the Maharatta and the Hindustanee languages. The whole 
scheme was also systematically exjilained to the sepoys at the 
monthly mnster parades. Forma A, B, and forms of the deposit 
receipts were lithographed and circulated to the various Pay- 
masters in the manner proposed hy His Excellency the Commander- 
in-0hief«on 2nd April, 1829. 

Attempt at Extension. 

The advisability of extending the savings hank was discussed 
in 1832. The Chaplain at P<K)na, Mr. D, Young suggested the 
desirability of extending the Bombay Military Savings Bank to 
European Troops and the raising of the rate of interest to five i)er 
cent. Mr. Thomas Carr, the acting Archdeacon, while forward- 
ing the above letter, suggested the necessity of adopting these 

5 Ree Military roriRiiKations, No. 26, 7ili April, 1830, Letters were des- 
patched to the AccouDtani General and the Ruh-Treasiirer thewj of the 

general orders with reference lo Ihe eatahliKhincnt of the B.M.S. Bank* 
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measures. This letter which was addressed to the Bombay Council 
was promptly referred back to 11. E. the Conimander-in-Chief who 
after considerino- the above letter in all its bearings thought that 
the plan would be a failure.^ The Bombay Council held the 
opinion that the plan could be easily extended to confer the benefii 
on European soldiery also, but placed the matter solely at the 
discretion of H.E. the Commander-in-Chief.^ 

Evidently the success of the above petition prompted the 
Hospital Assistants attached to the Army to forward a similar 
request for the purpose of entitling* them to the benefits of the 
Savings Bank. 

This request w*as promptly forwarded to the Adjutant-Geiiei^als 
who in turn despatched it to the Military Auditor General, wdio 
placed the matter finally before the Mililary Board. On fith 
November, the Military Board passed orders refusing to extend 
this coveted privilege to anyone else/^^ 

Abstract Report of the Regimental Savings Bank— 183S-34. 

As eveiy new* measure had to be submitted to the Hon Mile 
the Court of Directors at home for their perusal and ultimate 
approval, the starting of this vSavings Bank was dxily reported by 
the Bombay Goveinment. The Hon'ble the Court of Directors 
requested the Bombay Government to furnisli it wdth an idea of 
its operations.!® 

The following abstract report, was fumislied in reply to the 
Hon’ble the CourCs request. Tt can easily be gathered that it 
was no distinct suc(*ess and it was only very few^ sepoys that took 
advantage of this measure. 


6 See Miliiarv ConRiiltai ions, No. 1054. 

7 See Military Consultations, No. 1056. 

8 See ^liliiary Consnltations, No. 4945, 2anl October, ISll'l. 

9 Sec Military Consiiltations, No. 4946, Oih Novenibcr, 1803. 

10 Sec para 32 of flieir letter, dated 80Hi March, 1831. 
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Bombay Adjutant Generars Office, 10th February, 1832. 

Substance Remarks. 

1st Regt. of Light Cavalry No instance has occurred of 

the Savings Bank having 
been taken advantage of 
by any of the Native Com- 
missioned or Non-Commis- 


2 ,, II 

•J 

sioned officers or troops. 

No sepoy offered to deposit 

3 

1) 

even one rupee 

11 11 11 

Golundazc Battalion 

1} i» '1 

1st G. Regiment N, 

Infantry 

If 11 11 

2nd „ 1, 


Only one Native Officer made 

3rd ,, j, 

»> 

a deposit of Rs. 600. 

No deposit by any rank in 

4th „ „ 

>> 

iho regiment, 

1) *» fi 

5tli 


•1 11 •* 

6th 

i» 

ll 1’ •! 

7th 1, ,1 

•1 

11 1’ 1* 

ffth 

1 

11 11 *1 

»th „ 

11 

11 11 »i 

lOtli If II 

'1 

•f *1 ll 

lUh 

11 

1» *1 

liith 

'1 

1, 11 1’ 

13th „ 

11 

1) >> >1 

14lh 1, f, 

»i 

»1 ‘1 ♦» 

loth If II 

»i 

“1 11 •» 

16th ,| 1, 

11 

•1 11 •> 

17th ,1 II 

n 

11 If If 

18th 

i» 

11 1' *> 

19th , II 

ij 

»• "> 

20th 

11 

11 1’ »’ 

21st 1 , 1 , 

11 

Only one individual .Jemadar 

22nd ,1 1 , 

»i 

has taken advanl age of this. 

No deposit by any rank. 

23rd ii i, 

11 

11 11 •» 

24th „ ,i 

11 

1. ll ” 

2oth If II 

♦ f 

1 11 1’ 

2bth fi II 


1 ’1 *> 

Marino Battalion „ 

11 

11 11 ” 

Native Veteran „ 

J> 

1, '» ” 

Guzerat P. „ 

n 

11 11 ”, 

Engineer Corps „ 

11 

Only one llavildur deposited 


Rs. 225 ; one sepoy deposit- 
ed about Ks.GO. 

(Sd.) J. KeitUi Majoh. 

Acting Adjutant (reneral of the Army 
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The main reason, why the Commander-in-Chief seriously 
doubted the utility of extending the Savings Bank to* the European 
section of the Army, is now apparent. He was of opinion that 
the response would be indeed as poor as that on the part of the 
sepoys. 

Reasons for the Paucity of Deposits. 

The success of a savings Lank depends on two factors. Firstly, 
there should be savings on the part of the people. Secondly, 
there should be willingness to entrust the same to savings institu- 
tions. A (tovernment-managed Savings Bank can necessarily 
create the needed confidence on the part of the people and though 
the will to save might exist the power to save might be non- 
existent. The low salary paid to the Native Sepoys is the sole 
reason for the lack of savings deposits on their part. The miser- 
able pittances paid to the sepoys, the zemadars, the havildars and 
the subedars must have preciluded the possibility of any saving 
on their part. A reference to the Minutes of Evidence recorded 
before the Select Committee of 1832-1833 gives us an idea of the 
low pay of the European and Indian troops. The actual expenses 
to which the Company was put to were as follows in 1830. 


Expenses pbu Head 


Cavalry ( Artillery 


Infantry 


Province 

d 

CQ 

Q. 

9 

a 

1 

I Indian 

: i 

European 

r 

i 

e 

.2 

B 

European 

i 

Indian j 


£ 

£ 

I 

£ 

£ j 

! £ 

1 £ 

Bengal ... 

100 

64 

01 

28 

59 

1 80 

Madras 

109 

90 

81 

45 

68 

35 

Bombay ... 

107 

87 

90 

46 1 

1 

67 

32 
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The total expenses must not be mistaken for the actual pay 
granted which*must have been far lower than it. With very little 
power to save, they could hardly have saved any decent sums, for 
they had to support their relatives and connections. 

When was it closetf. 

With the opening of the Bombay Government Savings Bank^^ 
the state of things became diffeient and in order to save the 
incidental worry on the part of the military officers^ it was soon 
decided to close the Bombay Military Savings Bank. The Bombay 
Government soon (dosed the Bombay Military Savings Bank and 
gave the option to the depositors +o transfer the account including 
the iiitereJit to the Government Savings Bank or withdraw it 
altogether as all interest would be discontinued from Ist Mayi 
1839.12 

The Reinatiguretion of the Reginwntal Savings Bank in 1854. 

With the view of offering increased facilities for depositing 
their savings, the G.6. of India in OouncdB^ directed the establish- 
ing of Regimental Savings Banks in each Brigade and Battalion 
of the European Artillery and in each Regiment of European 
Infantry at the three different Presidemdes. 

These Regimental Savings Banks which began their business 
on 1st Eebrunry, 1854, were really branchevS of the Government 
Savings Bank and all balances of the soldiers^^ in the Government 
Savings Bank were transferred to the books of the Regimental 
Banks. 


11 It wfeB instituted in May, 1835. 

12 See the Government Notification, dated 11th Match, 1839, of the Bombay 
Castle (quoted in the Asiatic Journal), June, 1839, p. 147. 

13 See the Notification of the Bombay Government in the Bombay Castle 
Gazette, 26th January, 1854. 

14 See Clauses 31 of the above Notification. 
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The plan of its working, 15 hook-keep ingi5 and aeeouniingi^ 
inetliods adopted in the luuniug: of the Regimental *Saving‘s Rank 
were more carefully drawn than in the case oh the Bombay 
Military Bank. 

Attention must however be drawn to the most important and 
new features attached to this organisation. Firstly, there was 
the right to remit the deposits to their families residing at Home 
at the rate of exchange of 2s. Jd. for every rupee. Secondly, 
the (‘oiisi derat ion of the deposit sum as a tiust fund was stated 
both explicitly as well as implicitly. This conception was so 
thoroughly enforced that “ whenever the Officer commanding the 
Troop or Company shall have grounds for l>elieving that the 
soldier intends to make an improper use of his money he will be 
permitted io withhold the privilege of withdrawing the deposit 
until the commanding officer of the regiment shall determine 
whether it should be issued or not and should the ojBficer command- 
ing deem it essential to withhold from a soldier, the privilege of 
withdrawing his deposits, he shall report speciaJlly to the Com- 
mander-in-Chief the circumstances under which he has felt himself 
compe^lled to exercise this power. 

While the idea of trust was indirectly enforced by such 
salutary measures, it was more openlv and directly stated in 
another clause as follows^O; — “All monies deposited by the 
soldier in the Regimental Savings Bank shall be held strictly in 
trust for his own use and benefit and shall on no account be 
transferable to any third party, either by endorsement, conveyance 
or otherwise and shall not be affected by any debts contracted by 
him, nor be made available for any purpose whatever except under 

15 8ee Claiifies 1 to 5 of the Notification. 

16 See Clanses 11, 12. 13. 16, 17, 19, 20, of the Notification. 

17 See Clanses 14, 16, 18, 19. 24; 30 of the Notification. 

WSee Clause 26 of the aimve Notification. 

19 See Clause 6 of the Notification. 

iO See Clause 7 of the Notification. 
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lu8 owji order, siguilied. to ilie oilicei* coniininuliug liLs troop or 
eoJJipauy aii(l*sucJi monies shall it possible be paid to the soldier 
peisoiiully uiid in all cases liis receipt shaJi be oi^t. lined and shall 
be attached to the Troop or Company’s Savings Ihink Ledgers.” 

Jt is ine-Xi)ii< al)le ibis idea ol i’liislee Savings .Bank was 

jiot grasped b^ tbe Indian public. In other countries^i Savings 
Banks ol dillereiit kinds e^ist and (lie d iustee Savings Bank is one 
important tjpe wiiich gatheis a large volume ol savings and 
invests the same salelv through its own investment Depaituient. 
In present-day EngJand, the Commercial Banks consider them as 
“ formidable competitors ’’ tending to encro.ich on their own 
legitimate sphere ol woik.^- In this unlortunate land this ori- 
ginal idea was not developed and Jio trustee savings banks have 
arisen up till now. If the task of mobilising the capital ol the 
country is to be efficiently disidiarged, the creation or such trust- 
worthy agencies car.iiot be postponed for any length of time. 
Acting us “ feeders to the mftney market, they can easily fill 
the gap wJiej e the field is not adequately covered by the Post < Hlice 
Savings Bank or the Co-operative Credit Society. 

xinother reasonable privilege which the Post Office Savings 
Banks ought to confer on the depositors is the jiiivilege of exempt- 
ing the deposit from being available to the creditors of the 
depositor-borrower. Tdie deposit or a portion of it should not be 
made available or answerable for any of the debts contracted by 
the depositor. Unless this valuable privilege, whiidi the Kegi- 
mental Savings Banks once conferred on their depositors, is 
resuscitated, theie is no great hope of increased savings being 
attracted by the jiresent-day Post Office Savings Banks. 

It is often stated by some of the historians that the adminis- 
tration of the John Comiiany did not pay much attention to tbe 
welfare of the children of the soil. Taking the instan(‘e of the 

See H. G. Moulton : Pioandal Orgauisation of Society. 

22 See tlie Article on “ Trustee Savings Banks,” June, 1929, ^J'he Banker’s 
Msfgazine, London. 

P. 8 
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}i<)Uil)ny Military Saviiio*s llaiik into consideration, it clearly 
lollops (hai ihese va^ue apprehensions and charges are untrue. 
Every serious student of the history of this Bank must admit 
that the welfare of the native sepoys actuated the Government to 
(»pen the above institution. 



AN EXPERIMENT ON THE IMPROVEMENT OF 
THE ECONOMIC RELATIONS BETWEEN 
LANDLORD AND TENANT IN THE 
UNITED PHOVIN(^.ES 

BY 

C. Maya Das, 

Princii>al, Agric}ttf u ra! College, Cawnixuc, 

Introductory. 

While a f»()()cl deal of atieuiiou has i.i past years Ihhmi g-iven 
to c*olle(;iing statistics of crop yields, tenant indebtedness and tenant 
classes, the problem of finding a way by whicli the tenant might 
increase ])!‘od;u*tion to mutual advantage of landlord and tenant 
does not appear to have been tacMed seriously yet. As far back 
as 1877, a Memorandum was j)ublished on Agriculture in the dis- 
trict of (Vnvupore by a Settlement Officer, who took to a great 
deal of trouble in collecting data with regard to the economic 
condition of the tenant in a part of the district. This publica- 
tion is unfortunately out of print; but it provides a useful basis 
for work of this nature. Recently the Board of Economic* En- 
quiry, ?unjab, have published the results of some valuable work 
of the nature of village surveys bringing the reader into close 
(‘oiitact with the domestic, social and economic life of the inhabi- 
tants of a Punjab village. Stewart of the Punjab Agiicultnral 
Department has gone further providing useful data in the shape 
of a ]Uiblication on the accounts of different systems of farming 
ill the canal colonies of the Punjab. Talvert also has written a 
pamphlet on the size and distribution of cultivators’ holdings in 
the Punjab. But although useful to the student of tenant econo- 
mics none of these publications penetrates far enough into the 
vital question of improving the svstem whi(*h unites landlord 
and tenant on the important field of agricultural production. 
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The Uiiiied Provinces provide in this direction suitable opj)or- 
i unities for research, being agriculturally perhaps the most im- 
portant province in India, where the conservative element among 
ils landlords is so siiikingly evi<Ient. ( V)m])aratively recent 
l(»gislation in ihese provinces has given the ienant a large measure 
of security and sfabiliiy wdiich makes it all the more desirable 
that researcli in the dir(M*tioii indicated should be carried out. 
A tenant whose stability is assured is much more likely to provide 
o])])ortunities for careful observation than one who has no perma- 
nent interest in his holding. 

Objects of Experiment at Cawnpore, 

An experiment was recently started on the Agricultural 
(’olI(*ge Estate at (kawnpore Avith th(‘ following objects: — 

T. To find out to wbat extent it Avas feasible for the land- 
lord to assist his tenant with the undermentioned capital goods: — 

(^ 7 ) Advances in cash for the purchase of good bullocks, 

(/)) Manure foi’ th(‘ transport of \\hicli the landlord is 
better able to make arrangements, 

fr) Eacilitie.^^ for irrigation, 

(d) Provision of fuel wood for consumption in ])lace of dung 
cakes, tlierel^y conserving the latter as manure, 

(c) Pi'ovision of improA^ed seeds and implements. 

11. To find out hoAv the Batai system of rents compares 
from an ec()nomic standpoint with cash rents. 

Brief summary of results so far obtained. 

The ex])eriment was started in Ihe Kharif season, 1927, Avhen 
three tenants, were given land on a Batai rent system on the Agri- 
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cultural College I'arm. The selection of tenants was made out of 
the best agricultural classes in the district preference having been 
given to individual merit. The area given to each tenant varied 
from 5 acres to 5*8 acres, all the area being flush irrigated by 
canal water supiilenicnted by flush irrigation from a tube-weill on 
the farm. The name of the tenant, his caste, area given to him 
for cultivation and the date when he first commenced operations on 
the farm are as follows: — 


Seiial 
No. of 
tenant. 

1 

Name. 

' Caste. 

1 Area given. 

, 

1 

Dale when 
operations Avere 
first start(Ml, 

1 

Sulian 

Aiiir ... 

5 0 iuues ... 

1-7-1927 


1 

; Smjan 

Lodb ... 

5*74 „ ... 

3-7-1927 

, , , 

j 

I Sunder ... 

Abir . 

; 5*8 , ... 

29-9.1927 


The amount of land given Avas fixed on a basis of capacity 
for work and the approximate requirements" of the tenant and his 
family. The tenants’ accjounts were kept by a member of the Kami 
Staff and included details of cost of prodiudiou of crops. 

Th»cr(q)S a('tiially grown by the tenants included the follow- 
ing:— 

Kluirif : — Maize, d uar, Arliar, Bhindi and Tuiai. 
llabi : — Wheat, Baidey, Uiam, Lahi and Sarson. 

The crops grown therefore Avere su(*h as an ordinary tenant 
in these provinces is accustomed to grow. The raising of ex- 
pensive crops like sugar-cane, potatoes and tobacco was not under- 
taken by the tenants probably due to their not being acquainted 
thoroughly Avitli the methods of cultivation. The number of 
members of the tenants’ families Avhich helped each tenant in the 
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work of cultivation and which depended on the produce of this 
land for their living was as follows: — 


Serial No. 


Name of I he 
tenant. 


Number of family members. 


1 




Sullan Ahir 


2 (tenant and wife) 


Siirjan Lodh 


8 (tenant, wife and a^ child 10 
years old) 


Sunder Ahir 


3 (tenant, wife and a child 8 
years old) 


The followings statement shows the condition of indebtedness 
as well as sources of income other than that derived from the 
holding on the College Farm: — 



1 


! 

Souices o 

f ineonu‘ other than 

u 


1 



the cultivation" of 

land 

'w 





on tile liii in 






Indebted- 



1 

k. 

C5 

Serial No. 

Name 

of the 

ness. 


a c. 1 

c 



tena 

lit. 

1 

1 


X' ! 

o 

c 

C rt 


1 


i 

i 

as 

1 

< ^ 

'oS 1 

CXI 

■=S:“ ! 

o3 0 ! 

1/ k. p 1 

1 

Auxiliary 

pation.* 

i 

- X 

s 

« c 

* bt 

C P 

f-* 


1 


Hs. 

1 

IN. 

Rs. 1 

■ 

Ks. 

I ‘ Rs. 

1 

1 Sultan 

Ahir 

1 100 

125 

4()0 

175 

700 

2 

, Surjuji 

Lodh 

; loO 

350 

ai;o 

175 

725 

ii 

! Sunder 

1 

Ahir 

j 50 

100 

i 


175 

275 


Each tenant with his near relations lived as a joint family in 
a village about a mile away from the Farm. The reason whv 
they preferred to reside there rather than on the farm was that 
some of the near relations were engaged in other occupations such 
as keeping milch cattle and cultivation by the cash rent syst^jui 
in the village where they resided. 

^Ah far as can be ascerlaijiod. 
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Brief account* of the experiment. 

During ihe two years that observations have been made on 
the experiment, it lias been found that the Betai system of routs 
on a half and half share basis is on the whole more remunerative 
to both landloi'd and tenant than casli lents. I’liis is borne out 
by the following comparative statements: — 

(a) Statement of gains of Farm tenants on the Ma.ai 
system. 


Name of the 
tonant 


Snltan Ahlr .. 


Hniiftcr Ahir.. 



IX,' 1 4 . 

« S , Kent 

T.,h.i i c gi 1 = 

IIMMl. S ? il h“ ' i- 

u-g- shjiie 

0 . t - t 


Rs. Acres. Rs. Rh. ! Rs. 


lOO 20-15 lOn-12-9 6‘0 mo ' 122 i24-0 


2 SurJanT.ndh. I 574 158^46-2 258-10-10 6-74 153 !l98-9-l()l34-l2 


580 168 49 10 287-12-7 580 168 1281-2-6 10 


(h) Statement of gains of tenants on neighbouring private 
estate on the cash rent system on similar land. 



1 

1 



1927- im 



1928-29. 


VillHRP. 

Name of 
niltivntoT. ' 


i i 

I 

o 1 

49 

P 

O' 

•5 ! 
“ 1 

a> 

p. 

0/ 

S 

o 

0. 

i 

ec 

u. 

0* 

P. 



i 

o 1 

.5 1 

Im 

^ ns 

t 

-0 

04 . 

SC 0/ 

c 

s 

a 

U 

2-i 

"S 

n 

‘3 . 

60 ^ 




\_fz ' 

o p. 

y.” 

■0 

0 

It 

4-» 

O 


Madai- 
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(2) The system of making advances 1o llie tenant in the shape 
of grain and seed lias proved satisfactory. So long as the tenants' 
crops are in ilie fields and on the threshing floor, the landlord has 
sufficient security against any advance made within limits, lly 
this method the tendency for the tenants to get into debt appears 
to have been checked as is indicated in the following statement; — 


! 

1 

Serial No. 

1 

...i 

Name of the 
tenant. 

Indelitedness 
when he first 
occupied farm : 
plots. 

Present 

indebtedness. 

1 

Sultan Ahir ... 

100 


2 

Surjan Lodli . 

150 


•) 

o , , . 

Sund(‘r Ahir ... 

50 

0()-‘.)-() 


(3) Advantage is taken by the tenants of facdlities for irri- 
gation apart from the supply of canal water which is often spaa- 
modic. 

/ 

(4) The manure which is produced by the tenants’ bullocks is 

actually conseiiid wlnm fuel wood is sulislituted and supplied liy 
the landlord. ‘ 

(5) Advances in cash have not been demanded by any of the 
tenants so far. 

(6) The cultivation carried on by tenants under advice and 
assistaiK'e fjom the landlord in the shape of advances of improved 
seed and loans of implements is of superior quality showing 
gradual improvement of the soil and better results in production. 

(7) The tenants appear contented and happy and are provided 
with an incentive to hard work and thrift. 
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General Observations. 

It is extremely difficult to eondiict an experiment of this 
nature on a Government farm because conditions are somewhat 
different to those prevailino* on Zamiinlaii and Taluqdari estates 
in the United Provinces. It is probable, however, that such 
conditions as prevail on a Government farm can be imitated on 
the above estates with advaiitaf»'e to botli landlord and tenant. 
In the matter of supplemenlary irrig^atiou, the supply of manure,* 
the substitution of fuel wood for cow dunp,* the advances of im- 
proved seed and loans of improved im})lemenls the landlord 
stands to gain rather than suffer by making a small capital out- 
lay in providing the ne(*essary organisation for the cairvin^ (nit 
of these objeids. Jt is premature to expiess any definite opinion 
yet on the results of this experiment but the above summary 
indicates that useful data may eventually be available for the 
student of rural economics. 

Conclusions arrived at. 

The following statements indicate the economic condition of 
each tenant (a) before the experiment was started, and (b) at the 
liresent time. There has been a marked improvement in his 
economic* condition during these two years. From this stiite- 
nient it is evident that the tenants are in no way badly off. Near 
a large market like Fawnpore conditions are bound to be more 
prosperous and in many ways different to thosc^ in the Mufassil 
which indicates the desirability of extending the experiment 
farther afield. It can only be possible to tackle experimentally 
the larger problem of Mufassil tenants in the same manner pro- 
vided the co-operation of landlords can he secured. 

25 M(i8. of fuel wood wag supplied to each tenant from the 

afforested area on the farm, in one year. The amount of dung saved for 
the ffeW combined with litter and urine made about lOO rads, of manure per 
pair of bullocks in one year. 
h\ 9 
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(a) Statement of economic condition of the^ tenants jiist 
before the experiment was started. 


Serial No. 

Name. 

Debt. 

Live stock. 

Price. 

Dead stock. 

Price. 

Total 

stock 

value. 





Kr. a. p. 

I 1 Desi plough 


Ks. a. p. 

1 ... 

Sultan Ahir 

100 

One pair of 
bullock (poor 
in condition) 

40 

1 1 Khurpi 

1 1 Gandas 
j 1 Hansia 

4 0 0 
0 4 0 
0 6 0 
0 2 0 

44-12 

2 ... 

Surjan Lodh 

160 

1 

One pair of 
bullock (old 
* and poor) 

40 

1 Desi plough 

1 1 Khurpi 

1 i Gandas 

1 1 Hansia 

4 0 0 
0 4 0 
0 6 0 
0 2 0 

44-12 

S ... 

Sunder Ahir 

60 

Nil. 

... 

i 

j 

1 Desi ploughj 4 0 0 
1 Khurpi ; 0 4 0 

1 Hansia 10 2 0 

1 

4-6 


(/>) Statement of present economic condition of tenants. 


® 1 

1 


1 i 


1 



Total 

13 ' 

Name. 

Debt. 

Live stock. 

Price. 1 

Dead stock. 

Price. 

stock 

’u J 


! 





value. 

® 1 


1 








1 


H». a. p., 



Hr. a. J). 

1 ... 

Sultan Ahir 

100 

A pair of 

125 ' 

1 Desi plough 

6 0 0 

144-12 




good bul- 


2 Hansias 

0 4 0 





lock. 


2 Khurpis 

0 8 0 







1 Spade 

3 0 0 




122-6-9 


120 

1 Meston 
plough 

10 0 0 


2 ... 

Surjan Lodh 

do. 

1 Desi plough 
3 Flans las 

3 Khurpis 

1 Spade 

1 Meston 
plough 

1 Desi plough 

6 0 0 
0 6 0 
012 0 
8 0 0 
10 0 0 

140-2 

1 


1 

i 

1 

1 


3 ... 

Sunder Ahir 

90 

! do. 

1 126 

6 0 0 

146-2 




1 

j 

8 Hansias 

0 6 0 





i 

8 Khurpis 

0 12 0 

1 


1 

1 




1 Spade 

1 Meston 

3 0 0 
10 0 0 

i ■ 



i 


1 

plough. 


1 


The condlnsions so far arrived at point towards 


(1) The desirability of continuing this experiment at Cawn- 


pore. 
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(2) The advisability of conducting more such experiments in 
ditt'eient parts of the province, particularly in Mufassil areas. 
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IMMEDIATE EFFECTS OF THE PEKMANENT 
SETTLEMENT IN BENGAL 


BY 

el. C, Ghosh, 

Calcutta- 

Aftei a period of various ex^jerimeuts with the revenue ad- 
ministration of Bengal, since the East India Company acquired 
the Uewany in 1765, it was finally decided to put the whole system 
on a dm able basis and Lord (^n nwallis was sent in 1786 to carry 
out the purpose. As the assessment on land fixed in 1790^1, be- 
came the permanent fixed levenue from that source, practically 
tor the whole province of Bengal, it will be useful to examine the 
methods adopted and the agency employed for this purpose, the 
amount of the tax and ihi) effects it had on the people and the 
Government. 

The (;oint ot Direstors gave full instructions to liOrd Corn- 
wallis in their letter of 12th April, 1786. The Directors were of 
o]>iniori that the information already possessed by the (joverninent 
of India might he sufficient for them to fix up the amount of the 
assessment without recourse to minute local enquiries; and they 
suggested that they should he guided by former years’ collections. 
They also remarked that “ a moderate jumma oi* assessment, 
regularly and punctually collected^ unites the consideration of 
our interest with the happiness of the natives, and security of the 
sharehdlders, more rationally than any imperfect collection of an 
exaggerated jumma, to be entor(*ed with severity and vexation.” 

But when Lord Cornwallis arrived in India, he found that 
the Government was not in possession of the necessary facts. 
Bengal had necessarily suffered from the uncertainty and jlis- 
orders attendant on the decline of the Mogul rule. The custom 

838 
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had grown up of iiK’reasing tlie levenue by irregular and arbitrary 
cesses, rather ithan by any system of authorised reassessment. The 
slate-control on the Zaniindais had < 4 TadualIy diminished, until 
in later years tliey were responsible for the contract sum only and 
not fo*!’ the details. As this took a wav all the responsibility from 
the government oflicdals, fabrication and concealment of the 
accounts were made more feasible and the efficacy of those checks 
was destroy « m 1, which enabied the (Toveinment in former days to 
acquire accurate information about the revenue collections. Thus 
the information and assistance which might have been derived 
from the office of the Kanongoes and tlie records of the Patwaris 
ceased to be dependable or accurate and only that kind of account 
was kept which suited the purpose of the Zamindars. As Baden 
Powell says, “ The Kanongo became an official shadow and the 
Patwaris the bond-slaves of the Zamindars/'^ Moreover, (luring 
the various experiments and changes of system in the land-revenue 
administration sin(*e the rompany’s accpiisition of the Dewany, 
the coxintry had fallen into ho])eless confusion. Mr. Shore, de- 
scribing the slate of affairs in 1789, says,2 allowed that the 

Zamindars are, generall\ s})eaking, gi’ossly ignorant .... 
of all that lelates to their estates; — that the details of business 
with their tenants is irregular and confiused, .... that the rules 
by which rents arc demanded from ryots, are numerous, arbitrary 
and indeffinite; — that the officers of Goveriimeni possessing local 
conlrol are imi)erfe(;tly acquainted with them, whilst their superiors 
further removed from the detail, have still less information . . 

To add to the difficulties, the Directors had forbidden any minute 
local scrutiny into the value of the lands by measurement and com- 
parison of. accounts. It was thought that any close inquiry into 
his income from land might impair the confidence of the Zamindar 
in the permanency of the settlement; and there were visionary 
advantages to be gained by abstaining from interference in his 

li Land-systems of Britsh India, p. ‘284. 

2 Minute of 8th December, 1789. 
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relations with his tenants. As a matter of fact, a survey and 
measurement of land could hardly have been though^, at that time. 
It should be remembered, that in the conditions to which affairs 
in Bengal had come, the Company’s servants could only have suc- 
ceeded by doing the whole thing afresh. The cost would have 
been prohibitive ; neither had the Government the agency adequate 
for the purpose. The operations were clearly impracticable for 
the few collectors and their supervising committees of revenue. 

Indeed certain attempts had been made to find out the assess- 
able income from land, before this. The professed object of the 
Committee of Circuit in 1772 was to as(‘ertain the real value of the 
country by letting it in farm for a term of years to the highest 
bidders. It was believed that the farmers were well acquainted 
with the conditions of the country and would not agree to pay 
more than the land could l>ear. It is well known that the ex- 
pectation was disappointed and they could not meet their obliga- 
tions. The settlement of the Committee of Eevenue in 1781, was 
made upon similai* princi])les, though preference was given to the 
Zamindars. The assessment was not based on any accurate 
knowledge of the resources of the country, but on the Khalsa 
accounts supplemented by such information as could be obtained 
from the districts. In 1790-1, the Government followed the 
same process. The amount of the land-revenue, which subsequent- 
ly became the limit of the Government income from iHnd, was 
not determined with any reference to area-survey; that is, any 
consideration of the area^ fertility, productive power of the estates, 
or the influence of Ihe facilities of communication or proximity 
to market on the value of the ])rodii(*e. The asso,ssnient was based 
on conjecturiill estimates of difl^erent years’ collections with 
reference to village accounts which were liable to fabrication, and 
not upon any real knowledge as to what the raiyats paid and 
whether the amount was burdensome or not. ** A medium of the 
actual i)roduce to Goveriimeiii in former years, drawn from the 
scanty information which the ('ollectors had the means of procuring^ 
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was tlie basis on which the assessment on each estate, whether 
large or smafl, was ultimately fixed . . . 

By this means the whole amount of land revenue for the 
provinces of Bengal, Behai* and Orissa (comprising part of 
modern Midnapore), was fixed in 179*0-1, at sicca rupees 
2, 80, 00, 989 .*3 Of this the amount of revenue for Behar was 
Bs. 53,09,181. Hence, the total amount of revenue for Beng^a;! 
proper was Bs. 2,14,91,808. The principle observed in fixing up 
this sum was to settle the (iovernnient revenue at ten-elevenths of 
the rent paid by the tenants after dedu(*ting therefrom the costs 
of collection, and thus allowing* the Zamindars the remaining* 
eleventh of the net assets, (hi the face of it, this is as high a 
propoi'tion as any (Toveriiinent ccuild assess on land, without al- 
together ruining the source of the income. But in order to 
ascertain the real nature of the amount at which the land-ie venue 
was permanently settled and liow far the country was capable of 
bearing it, it is necessary to have a com])arative view of the pitch 
of revenue foi* some period preceding* it. 

The following is a progressive account of the settlement of 
Bengal from 1682 to 1T()3 in rupees^: — 

Todar Mull’s Settlement in 1582 1,00,93,152 

Sultan Sujah^s Settlement in 1058, 

former Settlement ... ... 1,06,93,152 

Increase on a hastahred in 76 years 9,87,162 

Annexation of territory ... 14,35,693 


Total Assessment ... ... ... 1,31,15,907 


5 Fifth Beport to the House of Commons on the affairs of the East India 
Company, p. 19. 

f Appendix No. I to Mr. Shore’s Minute of 18th June, 1789. 
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Jaffar Khan’s Settlement in 1722, for- 
mer Settlement ... ... 1,31,16,907 

luerease in 04 years ... ... 11,72,279 

Total Assessment ... ... ... 1,42,88,180 

Sujah Khan’s Settlement in 1728 ... ... 1,42,45,501 

Quasim Ali Khan’s Settlement in ITti) ... 1,38,32,370 

Add taxes progressively imposed from 

the year 1722 to 1703 1,17,91,853 

Total Assessment ... ... ... 2,50,24,223 

It will be seen that since 1722 the original or anal jumma 
was not increased, or much changed, but a dangerous system had 
grown up of increasing the tax by means of abwabs or viceregal 
imposts. The following is an abstract of these imposts from^ 
1722 — 1763, being the particulars of the sum of 1,17 ,{11,858. 


stated in the jnecediug account. 

Es. 

By Jahar Khan ... ... ... 2,58,857 

By Sujah Kluin ... ... ... 19,14,095 

By Aliverdy Khan ... ... ... 22,25,554 

By Quasim Ali Khan ... ... 74,81,340 

Total ... 1,18,79,840 

Deduct: — Passed to account of Tipperali, by 

Sujah Khan ... ... ... 87,993 

Net amount of abwab ... ... 1,17*,91,853 


Taking out of consideration the revenue from newtfy acquired 
territories, the increase from 1582 (Todar Mull) to 1722 (Jaifar 
Khan), an intervail of 140 years, amounts to Es. 24,18,^98, 
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includijig' Rs. 2,58,857, amoiini of tax imposed by .laffar Khan. 
Between the ^wo periods, the country had considerably advanced 
in opulence, as new sources of trade had been opened and com- 
4%merce in g'eneial Iuk] o;i>osvu in volume and become more diffus- 
ed. Hence, if Todar Mull’s assessment in 1582 was moderate, 
the increase ciuinot be (‘ailed exorbitant. Yet, moderate as the 
increase may appear, ihai part of it imposed by Jaffar Khan 
amounting* to Hs. 14,MJ,L‘h>, could only be obtained by measuies 
of g^reatest sevei iiy. Tlie Zaiuindars, with few, if any, exceptions, 
were dispossessed of tlie management of the collection of revenue, 
and state officers employed to scuiitinise the lands and their pro- 
duce. All kinds ot personal indignities, tortures and severities 
were inflicted upo!i those in arrears, in order to make them fultil 
their revcmue obligations. When we remember the uncommon 
skill, energy and pei severance, \\hi(ffi daff'ar Khan brought to bear 
on the disco^vry of the resources of the country, and the callous 
unscrupulousness with which he pursued his methods, it would 
appear that the country was at that time assessed to the utmost 
it could bear. 

From the time of daft'ar Khan to that of ()uasim Ali in 1763, 
the history of land revenue administration in Bengal is the history 
of inordinate increases, whicdi could be collected with merciless 
oppression if at all. From the abstract of the viceregal imposts 
given sfllmve, it would ai)pear that from 1722 to the time of AU- 
verdy Khan in 1755, or a period of thirty-three years, the increase 
was Rs. 43,98,506. Adding to this the imposts of Quasim Ali, 
j we find an increase in forty-one years, of Rs. 1,18,79,846, or a 
little less than the total original assessment of the Khalsa and 
Jagher lands. (Commenting on these assessments, Mr. Shore gave 
his opinion that^ from the era of Todar Mull in 1583, until 
Jafl’ar in J|^728, the increase was moderate; from that period to 


6 Shore’s Minute of 18th Jnm*. 1780. para. 

F. 10 
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the close of Aliverdy’s adTuiin’stiaiion in 17o5, it was rapid, but 
not perhaps excessive; in 17()d, it was violent and exorbitant/’ 

lUit it is one tliinj»' to assess the country at a figure which 
it cannot bear, and another thino* to realise it. The unpaid 
revenue at the end of the year 17()]-2, was Rs. 7!h74,(K)5. Of 
the enormous assesvsment of Rs. 2,41 ,1(S, 912, hy Quasini Ali in 
J762-63, only Rs. (>4,3(1,198 weie realised hy the Kith of Magdi 
or in 91 months.^ 

The absurdity of fixing up the assessment at an unattainably 
hif>‘li fi^'ure, was perha])S realised, to a (‘ertain extent, for, since 
]7(>3, we find a progressive decline in the amount. The following? 
is an al)stra('t ac(‘ount sliowin^* the assessments and collections 
from lT(>'‘i-4 to ITdo-ti, i.c., durino' the viceioyalty of Mir Jaft'ar 
and administration of Nundkiimar, and the first year of the 
Dewani under Md. Reza Khan.® 


)'riii . 

A.i.ic.t.iwrnt . 

('olleriii)Hii. 

Balance. 

1 7ti;t-4 

JIs. 1, 77.114, 7t;4 

11s. 7ti, 18,400 

lls. 

1 ,00,80,358 

]7(i4-5 

11s. i,7(i,97,tj7« 

11s. 81,75,533 

11s. 

95,22,145 

1 7()0-t! 

11s. 1,1)0,29,11111 

11s. 1,40,57,875 

lls. 

13,71,120 


'J’liH iissessiiietd for fl,e yoar l7S(l-7 was Ks. ‘,>,07.:.9,4(l(l.9 This 
is Ihe latest year heioic tlie assessinetit question was beiiijj- con- 
sidererl in lleiif-al for wliidi ftoiires are avallahie. It will l)e 
found that the assessjiieol under Hritish rule in l7(Si;-7 was more 
than tlie assessed land-revenue at any period pievious to il ex- 
cept that of Qnasim Ali, and inordinately more than that realised 
in any year. The very .ai)i.li|y of the increase in the revenue 
fiom 1722, aud the methods hy which it was realised raises a 
stron- presumption a-ainst its propriety; and in any case, a 


7 A))j)cii(lix No. 5, Slwire’s Minnie. 
B Appendicc.^ Nos. fi, 7, ibid. 

’ Alipendix No. 10. ibid. 
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precedent derived fioiri tymiiuy and extoition (‘an Lave no weight 
with those who do nol wani to follow it and, it acted upon, (‘an 
only be prodii(‘tive of disastrous results. Yet, there were res- 
j)ousibl(i officers in 1789, ivho contended that the real value of 
land had been concealed and that tite land revenue was (*a])able 
of being increased by more than half a million pounds.^® For- 
tunately, these mis(*once])tions ivere tlioroughly lefuted by 
Mr. Shore in his masterly Minutes. About the ])itch of the assess- 
ment, he said, in 178!), ‘‘ T have no liesitation in acknowledging 
my o])ini()n of the ])i'oprietv of a remission generally, since I 
enlertain the strongest (‘on vicdion, that Fossini Al^^s demand vvas 
a mere ])illage and ra(‘k-rent; jo satisfactory proofs Imve yet l>e('n 
produced to refute tlie assertion, wliich Is (‘stablished on strong 
j)resnm])tive evidence, ^^''e might, at this time, by means simi- 
tar to tliat j)ja(dised l)\’ (\)sslni All, inciease the 7 ‘(‘ceipts of 
lei’enue td a fourth or third ])erhai»s beyond their stated amount, 
but ])nbHc inter(^sts would afterivards siitfer in a greatci’ ])ropor- 
tion, and no |)rndent man would ad\is(‘, nor any one ])()ssessed of 
Innnanitv make tlie attemj)t We ]iav(‘ seen that the assess- 
ment ultiniatfdv made jjerinanent \Nas Es. ‘-2,14,91,808, excluding 
that of tlie Sul)a of Ihdiar. This was moie tlian t w o-and-a-half 
times the revenue realised in the last year of the rule of Mir 
Jaffai' (1704-5) and fiftv p(‘r cent mor(‘ than the collections (»f 

• T • 

Md, IJe/a Khan, in th(‘ first year of the (\)m])any’s T)e\\anv. It 
Avas su])posed to be tc]i-el(‘venths of the net rental ])aid b\ the 
tenants. It was not a j)])reciablv different fiom the amount to 
whicli the land revenu(‘ had grown in 1786; this is intelligible 
when we remember that the main basis of th(‘ assessment was 
the estimates of foianer years’ collections. Tint, as it is, it ivas 
exorbitant, and the result of the a(M*innulated effects of many 
attein])ts at rack-renting i]i previous years. 


lO^TiranCK Aiialvais. 

II Para. 77, Mimite of IK(ti .Tmip. 17«fl. 
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111 order to understand the effect of this assessment on the 
Zamindars, on whom fell the burden of disihargiiig;* the revenue 
responsibiJities, three things should be considered. 

Firstly, most of the Zaniindars had been before this reduced 
to a state of comparative p(»veily. Bengal liad suffered from the 
unavoidable consequen(‘es of Ihe disorders and misrule attendant 
on the fall of the old empire and the wars, revolutions and rapid 
change of administrations. The yearly and tiiennial settlements 
of revenue during the earlv years of the Dewany, concluded with 
the highest bidders, sometimes with people who had no permanent 
interest in land, had greatly impoverished the land and brought 
the people to the verge of ruin and bankruptcy. Added to this, 
was the great famine of 1770, which according to Mr. Shore, 
swept away one-fifth of the population, on the most moderate 
computation; and this was followed by s(‘arcity and famine in 1784 
and 1787.^^ Moreover, during these years Bengal was made to 
supply the pressing and extensive needs of other provinces. In 
1790, Ix)rd Cornwallis remarked that the consequences of the 
heavy drain of wealth fnnn Bengal was reflected in the ‘‘ languor 
which has been thereby thrown upon the cultivation and the 
general commerce of the (country,” and he asserted that fnlly one- 
third of the Company’s territories in TIindnslan was jungle in- 
habited by wild beasts. About the Zamindars, parti(*ularly, he 
said, T am sorry to be obliged to acknowledge it, but* it is a 
truth too evident to deny, that the land proprietors, thioughont 
the whole of the Company’s provinces, are in a general state of 
poverty and depression. I cannot even except the principal 
Zamindars from this observation. Secondly, the rules and 
regulations which accompanied the Permanent Settlement for 
enabling the Zamindars to realise their rents were ill-understood, 
complicated, not found to be of easy practice, and the newily- 
established courts were quite unable to cope with the burden 

12 Minute of June, 1780. 

13 Minute of 3rd February, 1790. 
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thrown upon Ihem. The remarks in the Fifth Report to the 
House of Commons are very illuminating. It says in 1812, “ hi 
the Courts of (-ivil Judirature, the aocuin illation of cases un- 
decided, had proceeded to such an extent, as almost to put a stop 
to the course of justice ; or at least to leave to a Zamindar little 
prospect of the decision of a suit, instituted to recover payment 
of his rent, before his own land, by the more expeditious mode of 
procedure, established against him by (government, was liable to 
be brought to sale in liquidation of an outstanding balance/' 
The report goes on to describe the state of affairs in Burdwan, 
where, it savs, the number of civil suits ])ending before the 
judges, was stated to exceed thirty thousand; and where, by com- 
putation, it was shown, that in the established course of proceed- 
ings the determination of a case could not, from the period of 
its institution, 1';e expected to be obtained, in the ordinary course 
of the plaintiff’s life.”i^ 

Thirdly, and most important of all, — the sale laws, which 
were enacted for the realisation of revenue. From the first, it 
was notified, that if any instalment of revenue was not paid, the 
estate would he sold. The sale laws, as they stood in 1794, 
empowered the revenue officers to bring the land to sale, at any 
time in the course of the year on failure of payment of any month- 
1v instalment. It should he rememheied that the landlords were 
not prepared for the sale of their lands hy any experience they 
had either under the Mohammedan or British rule. During the 
Mohammedan rule, they were put to prison and their private goods 
and chattels seized for arrears of revenue. But, however much 
indignity and hardship they might suffer, their families were 
not dispossessed of the Zamindari and they did not lose their rank 
as Zamindars. Before the Permanent Settlement, it was not the 
practice of British administration to resort to sales of estates for 
the recovery of revenue. Tn a minute recorded on the proceedings 
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of the Board of Heveniie, in July, 1799, it is asserted^ that from 
the Company’s acquisition of the ceded lauds (coifsisting of 24 
Parganas, the districts of Burdwaii, Midnapui' and (.’hittugong), 
comprehending, until the formation of the Permanent Settlement, 
a period of thirty years, and from the accession of the Ilewany, 
until the abovemeiitioned time, there had hardly an instance been 
found, of the property in landed estates having changed hands, by 
cause of debt, either public or private; certainly, of the large 
ones, none.” The authors of the Fiftli Report of the Committee 
of the House of ( oiunions, on the affairs of East India (\)mpany, 
observed that although the engagements entered into, for the five 
years’ settlement contained a clause subjecting the land to sale, 
for the recovery of arrears, it does not appear that the measure 
was anywhere resorted to for that pur[)ose, though heavy balances 
occurred which to a considerable extent proved irrec'overable.^^ 

The Government share being fixed at ten-elevenths of the 

rental, the most active and able management was indis])ensnble 

for the Zamindar to be able to disi'haigv his liabilities with the 

punctuality required by the public regnilations. The danger of 

his falling in arrears was greath enhanced in cases where any 

inecjuality unfavourable to him occurred in the assessment during 

the settlement: and, from the rvay in which the assessments were 

foncluded, it is probable that this must have had occurred in 

( 

many instances. 

The inevitable result was that landed estates in great numbers 
were sold for arrears of revenue. Tn 1790-7 the land advertised 
for sale comprehended a jiimmn or assessment of sicca rupees 
28,70,061 ; the extent of land actually sold bore an assessment 
of Rs. 1*1,18,756. Tn 1797-8, the land advertised for sale was 
assessed at Rs. 26,66,191 and the quantitv sold bore an assess- 
ment of Rs. 22, <0,076. Among the defaulters were some of 
the oldest and most res])ectable families in the country. Such were 


15 Cjliioletl in Piflh )ert. 
15 Fifth Feport. p. 58, 
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the Rajas of Niiddea, Kajslialii, Hisheupoi'e, (\)ssijiira and others; 
the disiiiembekiiieiil of whose estates ai the end of eaeh sueeeed- 
ing* year, threateued iheiii with j)overty and It lias been 

estimated that in the course of twenty years following the Pevina- 
uent Settlement, between one-third to half the landed property 
of llengal changed hands as a result ot the operations ol the sale 
laws. In answer to a (|uery from the (Tovernnient in regard to 
the operation of the sale laws, the (’ollector ol Midnapoie, in his 
letter of 12tli I^'clnuaiy, 1(S()2, rightly ohseived that it has been 
found by melamdioly experience, that the system ot sales and 
attachments has in the course of a veiy few years re- 

duced most of the gieat Zamindars in llengal to distress and beg- 
gary, and produ(‘ed a greater (diange in the landed property of 
Hengal, than has perha])s ever happened, in the same space of 
time, in any age or (‘ountry, by the mere effect (>f inteinal regula- 
tions.'’^® Thus took jdai'e, during the years following the Perma- 
nent Settlement, revolutionary changes in the rural economy of 
llengal, as the inevitable consequences of “ defects in the public 
regulations, combined with iiiequalitievS in the assessment, and 
uith the difficulties, obstructions and delays with which the many 
nice distinctions and comjdex jirovisions of llie new code of regula- 
tions weie brought into operation I’be result was distress, 
ruin and uncertainty which worked as a drag on agriculture and 
ohstacje tf) pros])erijy for many years. 

This state of afFairs, naturally, had its reactions on the 
finances of the Government. The sale price often did not realise 
the arrears, and the revenue officers found it difficult to preserve 
undiminished the amount of the public assessment. ‘‘ Besides 
the distress, which as before-mentioned had befallen a large 
portion of the principal Zamindars, and the continual advertise- 
ments which were made in the public newspapers of land on sale 


17 Fifth "Report, p. 5f>. 
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{tor the recovery of arrears, the territoiial revenue was so far 
from being* realised with the facility and punctuality deemed 
necessary, that some of the members of the board of revenue, in 
consequence of the heavy balances which at the time occurred, 
went so far as to recommend and strongly to urge a recurrence 
to the former practice of confining the landholders for enforcing 

the payment of arrears/ 

Moreover, Government found gieat difficulty in correctly 
apportioning the revenue demand on the subdivisions of the 
estates, which, for the recovery of the arrears it became necessary 
to bring to sale in parcels from time io time. The great propor- 
tion which the public demands bore to the net rental made a 
correct adjustment indispensable to prevent a diminution of the 
public receipts; for any part of an estate, if overrated, might 
prove unequal to bear the assessment, resulting in a loss to the 
purchasers terminating in another sale for the unavoidable 
balance. The process would go on until the Government would 
be obliged to lake possession of the estate with its resources 
diminished to less than the public assessment or to reduce the 
same to ensine a sale by rendering its possession of any value to 
the intending purchaser. As the amount of the public revenue 
from land had been fixed in perpetuity, this would necessarily 
result in a permanenl loss to the State. Of (course Regulation 
1 of 1793 })r()vided thai “ the assessment upon eaidi loi‘ shall he 
fixed at an amouni which shall hear the same proportion to its 
actual produce, as the fixed assessment upon the whole of the 
lands of such proprietor, iindudiiig those sold, may bear to the 
whole of the actual produce.” The adjustment of the assess- 
ment on the respective parts of the evstate sold would have been 
an extremely easy process by this rule, if the amount of the actual 
produce of the parts or the whole were knoAvn. But this datinn, 
as we have seen, was by no means available. The only source 
of information were peoi)le whose interest, in the circumstances, 
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wuB to represent tlie pro(iu(.‘e ut the part distrained as large jis 
possible; for Ihe Zaiuinda]* would, of (*ourse, heiielit in proporthni 
as the amount is unequally distributed. In the gradual dis- 
jueiuberment of some of Ihe great Zamiudaris, Jiis kind of decep- 
tion is said to liave been successfully practised by the confidential 
servants of the Itajas of Jessore, llurdwaii and otlier defaulters 
ol that rank. 21 Under the circumstances, the Government 
became anxious foi the security oi its revenue whicii was tbe 
consideration that mattered most at that tiu:e. Not unnaturally, 
it lent a sympathetic ear to those who uiged that the only way 
to enable 4ie Zamiudars to discharge their almormal revenue 
responsibilities was to arm them with elective legislation for the 
realisation of their dues from the tenants. To understand how 
the Permanent Settlement and the subsecjuent regulations affect- 
ed the raiyats, it is necessary to have a brief review of their 
(iondition at the time of the Settlement. 

We have already seen how the country was gradually 
impoverished since the decline of tlie Mogul rule. The causes 
which impoverished the Zamindars, Ipw facto, pressed with 
greater severity on the tenants upon whom the landlords naturally 
shifted their burden. There was little or no effective law to 
l)revent rack-renting, and what is worse, a system of abwabs had 
growm up W'hich had all the evils of imposts which are uncertain, 
irregular and unauthorivSed It is probable that originally, the 
abwabs w^ere a convenient way of adjusting rents, warranted by 
temporary circumstances, wdien neither party was willing to have 
a change in the ostensible rate. But, in time, it certainly lent 
itself to great abuses. When the Government adopted the method 
for the increase of its own revenue, the Zamindars naturally had 
to recoup themselves by imposing ihe amount on the tenants and 
something more to (iover the costs of collections. This introduced 
a certain amount of uncertainty, and as the control of the Govern- 
ment authority relaxed, the landowners began to impose abwabs 
• 

21 Fifth Report, p. 61. 
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un their owji aecouni, till in the worst days of misrule, “ discretion 
was the only limit to exaction.’* Mr. Shore calciiiated that the 
impositions ot flahar Khan, Sujah and Aliverdy amounted to an 
increast? ot ahoui dJl j)er cent on the assessment of 1()58, while the 
increase of the Zamindars’ exactions from the raiyats could not 
he less than 51) per cent.^^ 1790^ .Lojd (■ornwallis was of 

opinion tlial the established rent paid to the Zamindars was fully 
equal to what the cultivators could pay. 

Irom tile discussions which preceded the enactment of the 
Peiinanent Settlement, it is abundantly clear that the (jovernmenl, 
was iiilly alive to tlie situation and the necessity of protecting the 
raiyats. lUit it was supposed that as a lesult of the Permanent 
Settlement, if left to tliemselves, the landlords and the tenants 
would come to an agreement conducive to their mulual advantage. 
Heu(‘e “ the proclamation ot the Permanent Settlement, which 
afterwards was enacted into a regulation, was <*ouehed in the 
language of distinct declaration as regards the rights ot the 
Zamindars, hut of trust and expectation as regards their duties 
towards the raiyats.” There was nothing to prevent the 
Zamindars jrom exacting the most extortionate demands. The 
only provision made was as regards the Pattas. 

It is curious ho>v, fiom the very beginning, the (\)mpany’s 
servants regarded the Pattas as the one sovereign remedy for the 
evils of the raivats. In 1709^ the vSupervisors were instructed that 
the raiyat ” sliould he taught that he is to regard the same (Patta) 
as a sacred and inviolable pledge to him.” In 177G Mr. Francis 
descrilied the Patta as the evidence and security of the voluntary 
agreement to wdiich the Zamindars and the raiyats would arrive if 
left to themselves.^5 The Regulations of 1772 which fixed five 
years as the period of land revenue, provided ‘‘ That the farmer 
shall not receive larger rents from the raiyats than the stipulated 
amount of the Pattahs on any pretence whatsoever.” In 1793 

22 Minute of IBth June, 1789. 

23 Minute of 5th November, 1776. 
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also, it was enacted that the abwahs should be consolidated with 
the land-rents and Pattas at those rates should be »*iven to the 
tenants according to a form previously approved by the collector 
and registrar in thr courts. 

These Regulations failed completely. The Zamindars who 
wanted to raise the highest possible rents were iiaturally unwilling 
to grant the Pattas. The tenants had good reason to believe that 
the consolidated rate should only serve as a new starting-point for 
the imposition of fresh abwabs. Moreover, Regulation XLIV of 
179f3, restricted the Pattas to ten years only. Those who had 
jnetensions of a permanent interest in land refused b) enter into 
an engagement for a limited p'^riod, whi(*h might be construed as 
low^ering their status. 

On the failure of thcvSe RegulatioTis, it was provided that, if 
the landlords would fix up at the princ ipal rent-otfiees of their 
estates, notices specifying that Pattas according to approved forms 
and established rates would be granted to all raiyats wbo might 
apply for them, this should be considered as a legal tender of the 
Patta, and the persons so tendering should be entitled to recover 
the rents dne to them from such raiyats eilher by the process of 
distraint or by suit in the Civil (^mrt.^^ Tt was also provided, that 
in (’uses of disputes, the Civil Couris should determine the rents 
a(‘cording to Pargana rates. But the Pargana rates nowhere 
existed, and the Courts loohed to the Regulfations and the 
Regulations looked to the Courts.’^ Summing up the results of 
this legislation Mr. Field savs, Tlie Zamindars were enabled to 
claim any rates tbev pleased, to disiraiii for rent at those rates, 
and to put upon the raivat the onus of provinu’ that the rates so 
(daimed were not the established rates. ^^25 

As we have seen, there was a strong demand for giving the 
landlords still greater powers for the reeovorv of his dues from 
the tenants. This resulted in Regulation VIT of 1799 which has 

24 Be^ulafcioii IV of 1794. 

2?LandholdiD^?, p. 665. 
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become notorious in the history of agrarian legislation in Bengal. 
It empowered ilie landlords to delegate* their powers* of distraint 
to their agents; it empowered them to distrain without any notice 
to any cqurt of justice or pul)li(; officer, grain, cattle and all other 
personal property whether found in the house or premises of the 
defaulter or that of any other person ; and unless the rent demanded 
was paid up at once, it could be broug'lit to immediate sale. The 
only alternative to the tenant was to pay up the rent or contest it 
in court. The courts again were authorised and instructed to 
fine or imprison Ihem for unfounded complaints and to give com- 
pensation to the agents of the landlords for being improperly 
summoned. It also exi)ressiv declared the rights of the Zamindars 
<o summon and compel the ailendance of their tenants. As to the 
rights of the raiyais, the Hegulations asked them to recover them 
in the Courts if they were infringed. 

The effects on the raiyats were disastrous. They were too 
})oor to defray the expenses of litigation, and they could ill-afford 
io waste their time wailing on ihe leisure of overbuirdened judicial 
officials. They were ignorani of the foinis and ])ro(‘edure of the 
new and untried courts, and the gradual decline and ultimate 
abolition of the office of Kanongoes and Paiwnris deprived them 
of the only available evidence of usage on which their rights 
depended. The punishments provided in case he could not prove 
his com]daint placed him at a tremendous disadvantage as ag*ainst 
the Zamiudar in maintaiuiug his rights and resisting aggression. 
Lord Moria wrote in 1815, ‘‘ Considering the constitution of our 
Civil (k)urts, it seems unanimously agreed that the laiyat or uuder- 
])roi)rietor, unless he Is a pattidar, is debarred from any aderjuate 
means of redress for the most manifest extortions. ”26 There was 
notbing for bim to do but to submit to the exactions of the land- 
lords who wore not slow to use their superior powers to advantage. 

A revulsion of feeling graduallv grew up against these pro- 
visions and Eegulatioii Y of 1812 was enacted. Based substantially 


26 Minute nf 21 fit September, 1815. 
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on Mr. Colebrooke’s recommendations, it remedied some ot the 
evils from vijhich the raiyats suffered. Among other things, it 
improved the law of distraint, and provided that cases should be 
referred to collectors for report as soon as instituted. It also 
enacted that no tenant should be liable to pay enhanced rent unless 
upon agreement or after notice. Rut the remedy was ineffectual 
and did not tou(‘h the basic evil of leaving the rights of the 
raiyats undefined and uncertain. Moreover the Zamindars and 
farmers regarded the provision as to the service of notice of 
(‘iihancement, not as limiting but as recognising and extending 
their right of enhancemeni and proceeded to serve notice who*le- 
sale.^ The results may well be imagined. But at the expense 
of so miu'h individual suffering the main object was realised. The 
authors of the Fifth Ee])ort, commenting on Begulation VIT of 
1799, complacently remarked that if the operations may be judged 
from the improved state of the Eevenue Department, its efficacy 
must be acknowledged. Eemarking that the balance, at the end 
of each year, subsecpient to this legislation, had been a diminish- 
ing amount, the Eeport savs, ‘‘ Tliese are incontestible ])roofs of 
the regularity, with which the different parts of the revenue system 
are at length become adjusted ; and of the alulity of the country 
to ])roduce the amount of revenue, which was assessed u])on it, 
under the Permanent Settlement.’’ 

But it left the country hlccdiiig. Even more im|)ortant than 
the immediate effects, it could not but have far-nmehing effects 
on the (‘haracter and habits of the tenantiy. One can only agree 
with the (kuirt of Directors, when it said, Tt would be unreason- 
able to expect the efforts of industry, or the cares of prudence fiom 
persons who cannot but feel tbat the laws are insufficient to protect, 
them in the enjoyment ()f the fruits of the (Uie, and siill more, to 
secure them the more distant advantages of the other.”2«’ 

Field’s Landliel.lliia. 1'. 054. 

U^Dispatoli (if Olli May. !I821. 
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BY 

»I. S. PONNIAH, M.A , 

Xndhva Christian College^ Guntur, 

THE CHIT SYSTEMS IN SOUTH INDIA AND THEIR 
RELATIONS TO TJIE SAVINGS OF THE 
LOWER CTiASSES 

I 

“ There is liardly any real bankiii^:^ developraeut in this 
country ’’ declared ihe other day a prominent witness^ before the 
Madras Pioviiicial Daukiii<»* Eiiquiry (kmimittee, having' in view 
of course the smallness of the deposits in organised banking insti- 
lutions, which at the present time are provided almost exclusively 
by the middle classes. The lower classes unfortunately are unable 
to take advantage of the existing facilities. Savings, in the sense 
of provision of surplus earnings for future consumption or pro- 
du(‘tion, there are in small amounts among the lower classes of 
the rural and urban population. The statisti(;s of the Labour 
Office of the Government of Bombay reveal some interesting facts 
concerning the latter. The average workiij^g* edass family consists 
of 4.2 persons. The earnings range from Rs. 4(1 to 70 per mensem, 
riie family men are able to remit about 2.8 per cent of their 
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montlily incomes. Single men remit o larger sum, about 26*2 per 
cent, tbougli tliey spend more money on liqin)r, tobacco and betel- 
nut, whicli amounts to 8 (o 10 per cent of their total earning:s. 
Another large item of waste is interest on debt, which is one 
anna in the rn])ee jier month (75 per cent p.a.). The average 
expenditure on ca(‘h marriage is Ks. 214, on eacdi funeral Ks. ^15 
and on festivals and anniversaries together Rs. 18.^ If savings 
could l)e effe(‘ted on all these Hems wf could easily gauge the 
volume of the surplus caj ital that could be drawn by the banks. 
From an extensive enquiry conducted by me among the losver 
classes of this Town (the results of which will be published later), 
it can l)e confidently asserted that in larger mofussil towns where 
(‘onditions of employment are favourable, the situation is more 
hopeful. Theie is less of indebtedmyss and a larger margin of 
savings, (^ertain classes do not drink at all wliile the expenditure 
on jewellery and marriages is astonishingly low. The simple 
habits and frugal living are factors of great importance in the 
case of certain (communities. As regards the lower classes of ihe 
rural population it will be seen tliat the agricultural laljoiner, the 
smallholder and the artisan are mostly free from debt owing to 
their inability to offer any security to the moneylenders. Though 
their earnings are small they are aide to save a few rupees now 
and then, the greatest proof of the existen(*e of savings, being 
the enormous amounts of cliit funds condiuded in almost every 
village in the southern districts. 

The importaiK’e of mobilising these savings cannot be ex- 
aggerated. In most European countries the lower classes have 
considerable savings whicli form an appreciable portion of 
industrial and trade capital. It may be premature to expect 
similar results in our •ountry, but at ibe same time it is indefen- 
sible to deny t^e possibility of attracting a good portion of these 
small savings to the liquid resources of the hanks. The promotion 

^From the summary of Dr. P. P. Pillai, “ Economic conditions in India, p. 3. 
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of' snvin^’s is ur‘»'eiifly (lesiral)le i\i leasi in the interests ot 
inenlcatino* tlu^ habits oF tliriFt and Fnif>ality. The prevalenee of 
indehtedness is an indieatiou of the absence of suitable banking? 
facilities and the competition of loanable capital in the hands of 
a mass of greedy moneylenders, rather than of the inability of 
the masses to work and save. Here is a case of money lending and 
its effects on the loAver classes. In a small rural town, Sivakasi, 
in the Ilamnad Dislrict, ten people have adopted a novel system 
of moneyiending\ They lend only very smaill amounts, the 
maximum being Its. 20, and loan is granted for the mere asking 
of it, both to men and women on condition that interest alone 
will be paid at the rate of lie. 1, a mojith for every ten rupees p<3r 
mensem. The creditor takes the greatest care to collect this sum 
pumduallyl Tin' ])rinciple is demand — care to collect punctually! 
And the principal is demanded only when the monthly interest 
is found to be irrecoverable. On a very reliable estimate it has 
been found that 1h(‘ total sums lent this way exceed Rs. 5,000. 

more comment is needed on this pra(‘tice. Needless to say 
that the cieation of the saving habit will change the situation 
comj)letely and make the country-side free from debt. Next to 
the al)sence of suitable saving facilities is that of investmenl 
fa(ulities. For idle money leads to wasteful expenditure or 
worse still slackening of work. It is vsaid that in certain localities 
the employers encourage toddy shops and cinema shows so that 
the w^orkers may spend the money they earn and keep on working. 
Such cases may he rare, hut nevertheless they present an interest- 
ing problem. What happens ordinarily is that these small 
savings are leni freely to needy neighbours at no interest, or 
sometimes at very high rates of interest, with the result that 
unprodu(‘tive expenditure is encouraged all round. When a 
decent sum is earned the illiterate man looks to the land or 
jewellery as sources of investment, with all their unfortunate 
consequences. The enormous rise in the vailue of land in certain 
localities is definitely traceable to this factor. The immediate 
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problem is therefore the provision of efficient saving and invest- 
ment facilities, and thereby promote the habits of thrift and assist 
economic development. 

Needless to point out that the Post Office or the Co-operative 
Society <*annot provide these facilities because of the illiteracy 
of these classes and the impossibility of their keeping any account 
with them. The Cash Certificates are really attractive, but they 
are novel and it would take a long time for them to become 
popular among the masses One hopeful remedy lies in the 
indigenous Chit System. About this Sir Frederick Nicholson wrote 
not long ago, “ It is largely developing in Tiniievelly and 
Malabar; and its development is a matter of great promise as an 
eviden(‘e of the power and willingness of villageiN io combine m 
saving and lending. It recjuires to be cautiously stiimilated and 
guided so ihat it may develop into a village banking 
system. 


II 

The Chit is probably the most ancieni method of organised 
banking, common to almost all countries."* Simcox, in his 
Primitive Civilisation ’’ refers to the existence of such organi- 
sations *in China, similar to the “ money clubs among the poor 
classes of workers, especially women in England. Mr. Logan, in 
his Manual of the Malabar Distiict describes the practice of 
conducting chits in paddy as well as money, pointing out the 
peculiarity of shifting the scene of transactions from house to 
house. A similar custom exists in t»ertain remote villages in the 
Tamil districts also. Regarding the origin of the word (.'hit, 


3 Report on Land and Mortgage Ranks in the Madras Presidency, Govt. Press, 
Madras, 190fi. 

4 ^he material for this section has been drawn from Mr. Mathew’s book 
“ The Law of Chitties.” 
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Mr. Mathew thinks that it is a Hindustani word meaning a short 
letter or note or written message or memorandum/ There are 
strong reasons to believe that it is more probably a Tamil word. 
Chit is an ancient Tamil word, meaning a piece of palmyra leaf. 
Even to this day, in cei-tain chit organisations, the method of 
drawing lots is as follows. When the subscriptions are collected, 
the names of all the members (say 20) are written down on 20 
pieces of palmyra leaves and are i)ut into a vessel. 20 other 
similar pieces are taken, but 19 of them are left blank, and one 
of them is marked Prize. These are put into a separate vessel 
and shuffled. A small boy or girl is then asked to take out one 
from each of the two vessels and the member whose ‘ name-chit ’ 
is drawn along with the chit marked ‘ Prize ^ is declared the 
winner. In the next drawing the same process is repeated, but 
with nineteen chits only and so on. It is possible that the word 
Chit arose from this practice of using the palmyra leaf for casting 
lots. 

, Before we proceed to dovseribe the various forms of chits it 
is necessary to distinguish them from similar transactions, which 
in reality are lotteries. Even eminent judges have differed in 
their views on this point. The essential characteristic of a lottery 
or wagering transaction is “ that one party is to win and the 
other to lose upon a future event, which at the time^ of the 
contract is uncertain. This definition brings out clearly the 
two distinguishing elements of a lottery, namely chance which 
decides who should win and who should lose, and the dispropoHioThr 
ate gains of some at the expence of the others. But in certain 
chit transactions both these elements are present, but not 
‘‘ uncertainty or ‘‘ risk-taking '' about the sum in question. A 
recent case in the Madras High Court and the ruling theron well 
illustrates this point. The plaintiff and the defendant promot- 
ed what is described as a chit fund. A capital of Rs. 500 a month 


S “ The Law of Chitties,” Mathew, p. 29. 
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is raised by 500 subscribers, subscribing each Re. 1 per mensem. 
At the end of the month, there is a drawing by lot and the 
subscriber, who draws the ticket is paid Rs. 50 and his connection 
with the transaction forthwith (teases. This process is repeated 
month after month till the end of the 49th month. At the end 
of the 50th month, each of the remaining subscribers is paid 
Rs. 50 and the stakeholders divide the profit and the fund is 
dissoilved.”^ The judgment of Justice H^inesam is noteworthy. 

The fact that emerges from this description is that while chance 
determines the disposal of the interest earned, there is ahsolnte 
certainty with reference to the distribution of the capital fund 
itself. Though it may be said it is a small amount of chance that 
tempts some to join the fund, the dominant feature of the trans- 
action is that it enables a large number to receive their savings 
in a lump sum, and the scheme is in their case an incentive to 
thrift. As a broad statement we may say that a chit is a 
legitimate transaction In which there is an absence of risk-taking 
and uncertainty regarding gains or losses, the motif being the 
promotion of savings and investments. 

Every chit transaction involves the association of a number 
of individuals; but the peculiarity is that it is neither a (‘oinpany 
nor a partnership. Eor the contract is between the foreman and 
the members severally. And there are no joint or mutual rights 
and liabilities. This point is of great significance in law. 


Ill 

The simplest, the commonest and the most ancient form of 
the chit is known as the Poo-Chit, also called the Luck-Chit. 
(M. Naruk Chit.) Usually 10 to 20 people join together and 
subscribe each a rupee or its multiple every month; at the last 

6 Ibid., p. 21. 

7 Ibid., p. 23. 
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day of the month lots are cast to decide to whom the pool should 
he assigned in the manner described above. The dame .process 
is repeated month after month till every member is paid. The 
promoter of the chit called Karaswan (Mnnnal and Thalayal in 
Travancore and Kurimoopan in Cochin) is given the first or the 
second month’s pool and thus is a gainer in interest. Besides, 
he collects penal interest from the defaulting members and in 
the West Coast he cliarges also a small fee or commission on the 
total capital amount of the Chit. The arrangement is primitive, 
but since the amount of iransaction in each chit is smaill and the 
members are all poor and illitemte folk it is not regarded as 
unsatisfactory. Sometimes the Karaswan borrows the whole 
amount from the successful drawee for his own use promising to 
pay interest, which he seldom fulfills. The great merit of the 
scheme is however its sim])liciiy and the fact that it can be 
conducted even l)v the ignorant people, without the aid of any 
account book. It is of some interest to notice that these chits are 
in* great favour among the w^omen. In the Town already referred 
to (Sivakasi) there are over KM) organisations 20 of them being 
conducted among and by women. The total transactions exceed 
Es. if, ()()() a year. The oiganisations of tlie women are anmug the 
most efficient. 

On the same principle, but ditfering only in the (*omn\odity of 
transaction, there is the Grain (-hit. Each member subscribes every 
month or at the time of harvesting of each croj) a certain quantity 
of grain, paddy, ragi or cholam and the ])()ol is distributed in the 
same way as money is till the whole round is completed. This 
form of the (‘hit is (‘ominon among the small farmers, the tenants 
and the agTicultural lal)ourers, especially of the Adidravida (‘om- 
munity. Most probably this chit in kind preceded the chit in 
money. In spite of the many defects and difficulties in the work- 
ing of these organisations, it cannot be denied that this is superior 
to the method of lending and borrowing in kind, common among 
many villag’ers, which involves repayment at 25 per ceut mdre at 
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the next harvest. It may be added that the great fluctuations 
in the* pric? of grains in recent years have caused the decay of 
many of these transactions. 

The* second great variety of the chit, and plainly one of 
recent development is the Auction Chit. (M. Lela Kuri.) Members 
subscribe in the usual way, rupees five or its multiple thereof, 
and the chit runs to a period of 20 to 50 months according to the 
total value of the chit amount. In Travancore the value of the 
chit is called a ticket, and no subscril)er usually takes one full 
ticket. ‘‘ One single ticket is now divided into different classes 
of varying values, and there are very many subscribers coming 
under each class.’’® On the nay when the subscriptions are closed 
inembei's are allowed to bid, and the one whose bid is the lowest 
for the chit (the one who offers the largest amount of interest in 
the shape of discount) is given the pool. This deduction which 
will he very high it the first month and diminish progressively 
is available for distribution among all the members ecpially when 

the chit is dissolved. In the West Coast in some chitties 

• 

Veethapalisa (dividend) is given only to the non-prized siibs'^ribers. 
In others it is given to the prized subscribers also, while in a third 
class of chitties it is given to the noii-prized subscribeTs and the 
suhseriher or sul)sci'ibers who prize the chitty at the ])articular 
installment in question. Even the defaulting members are some- 
times allowed Veethapalisa in certain specified juoportions.”^ 
The prized inemhers are recpiired to offer sufficient security in the 
shape of pronotes or hypothecation bonds. One defect in the 
auction chit, not brought out under normal ciT(;umstances is the 
absence of reinvestment facilities if desired. Article 18 of the 
Travancore National Bank which conducts a number of these 
auction chitties in addition to its ordinary banking runs as 
follow^s; If at the time of any auction there are not persons 


® “ The La^v of Chitties/’ Mathew, p. 151, 
5^Ibid., p. 152, 
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to bid higher than the minimum discounts such tickets shall be 
prized by casting* lots and the prize-winners shall have tjie same 
privileges and liabilities as if they had prized their tickets in 
auction/' This provision is not of much significance in the case of 
a Bank conducting chitties, for the prized member can immediate- 
ly transfer the funds into the savings bank or fixed deposit 
account. But when the chit is conducted by an individual the 
problem is serious. In the Ranmad District, the Karas wai^ lends 

the sum to non-members at a higher rate of interest, if there is 
a demand or allow it to lie idle. 

The third form of the chit organisation is the “ Vessels Chit.” 
As many members as the Karaswan could enroll are admitted as 
members and the chit usually runs for a period of 16 months. 
Each member pays one anna or its multiple in the first mon,th, 
two in the second month, three in the third and so on till on the 
sixteenth month the contribution is one rupee or its multiple. 
Ijots are drawn every month and the winner gets a bronze vessel 
valued approximately at a cost equivalent to the subscriber's 12 
months' total contributions. The great attraction for the many 
who join it is the very low Initial contribution. And further the 
winner's liability to contribute his subsequent instalments ceases 
as soon as he wins the prize. At the end of the 16th month all 
the remaining members receive bronze vessels of the same descrip- 
tion. The Karaswan’s profits are represented normally by the 
difference between the total collections and the total sum expended 
on the vessels, but unscrupulous promoters do not return the paid- 
up subscriptions of the defaulting members, if they had not 
continued till the 16th month. It will be recalled that this system 
resembles very (‘losely the one which has Ijeen described on p. 861. 
The only good feature about this system is its resemblance to the 
plan of instalment credit, but made more attractive by placing 
the initial contributions very low. A good deal is to be said for 
popularising and adapting this system in regard to many purchases 
of the lower classes. 
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IV 

Some general remarkfi may now be offered regarding the 
chit system as a whole with a view to explore the possibilities 
of developing it as an instrument of deposit banking among the 
lower classes. In the first place there is no gainsaying that the 
system is admirably adapted to the needs and conditions of the 
poor cfasses. It enables even the smallest investor to accumulate 
his savings in an intelligible way. A rupee a month is the sub- 
scription common to most organisations. Another great advantage 
which appials to the illiterate investor in an extraordinary way 
is its proximity, and security. The greatest one from the point 
of view of savings is the compulsory character of these deposits, 
which acts as a great stimulus to thrift. In the villages the sub- 
scriptions are contributed with religious punctuality. Above all 
the chit is one of the greatest co-operative organisations ever 
devised by the common people; for the success of the working of 
a Chit Association depends on the regularity of the contrilmtions 
of each member. In the words of Sir Frederick Nicholson: “ It 
demonstrates the power and willingness of the villagers to com- 
bine in saving and lending.” Where there is homogeneity among 
the members and the earnings of all wme from the vsame source, 
such as» a school or a factory, the potentiality of the chit as a 
cheap and efficient method of deposit banking is indeed beyond 
all praise. In many respects it is superior to a co-operative 
society, wffiere the incentive to thrift and deposits is not em- 
phasised ; for the normal tendency as far as the present conditions 
warrant is to loan out money out of funds drawn from a Central 
Bank. 

The chit in spite of its great advantages for small! groups 
of people possesses many drawbacks, which demand rectification. 
One great defect that has been already pointed out is the absence 
of investment facilities for the winner, when he has no imme- 
diate need for the money. Another equally significant defect is 
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that only small savings are encouraged. For as it is minors and 
very young people joining the chit for the sake of accunmlating 
large savings for a definite purpose such as marriage o-r house- 
building have to withdraw their small savings at the time of the 
dissolution of the chit and become moneylenders themselves or 
invest them in land or jewellery. This defect is of the utmost 
significance from the point of view" of sound banking development. 
For large additions to the fluid resources of the country are there- 
by checked and unproductive investments are encouraged. And 
finally the most important defect is that the chit organisations 
though numerous are all on a small vscale, scattered and without 
the least j)ossibility of establishing any sort of co-operation with 
each other. This aspe(‘t of the problem needs the mSt careful 
attention since the essence of a sound banking systenT should aim 
at pooling all the resources at a central point. ^ 

The development of the chit along these lines has however 
great risks to face; for any attempt to enlarge the associations 
and extend their operations and thereby pool the resources would 
result in the weakening of the organisations whose main strength 
now lies in their compactness, (dose personaJl knowdedge of each 
member and the mutuality of interests. The problem may be stated 
to be the evolution of a machinery that would at once control and 
improve the existing organisations, without destroying any of the 
good features of the present system. In this connection we may 
draw" valuable lessons from two significant developments that have 
taken place in the chit organisations in recent times. 

The first one illustrates the point of view expressed by Sir 
Frederick Nicholson, namely the development of the chit as a 
Village Banking System. At Eajapalayam, a rural town of some 
importance, where there are over 24 organisations and the tran- 
sactions exceed Rs. one lack, the chit goes by the name of Prize- 
(diit. But in reality this is not a chit transaction, for there is 
neither casting of lots nor auctioning. The Karaswan enroi^s as 
many members as he can and the number in certain cases reaches 
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the colossal figure of 1,000. The duration of the chit is usually 
for 80 months if the monthly subscription is B.s. two and the 
total value of each share Us. KM). Elaboiate accounts are kept 
regarding cotllections and dues and receipts are issued every time 
money is collected. Defaulters pay penal interest at the rate of 
12 per cent. Since there is neither casting' of lots nor au(‘tioni»»g* 
the Karaswan is vested with the right of distributing the loans 
to members according to his discretion. Membejs are eligible for 
loans, but none can deicand them as a matter of right; and 
sometimes loanvS are given to non- members on the security of 
jewe^ls. Now it wdll be seen that this is a pure banking business 
with the added advantage of steady deposits of a compulsory 
character. The poor peojde, labourers and agriculturists join the 
organisation either for the purpose of depositing their savings or 
for borrowing to pay oh' old debts. One penalty for the member 
who discontinues is that his account is closed forthwith and his 
paid-up subscriptions are paid out minus an arbitrary deduction 
of lls. 10 and also a sum equivalent to the total penal interest 
that would actually accrue till the 50th month. The non-borrow- 
ing member unfortunately is not paid even any interest on all his 
subscriptions. Evidently the Karaswans are unscrupulous but 
their measures regarding the members who discontinue are in a 
way justifiable because they cannot have borrowing facilities to 
loan out money to the deserving subscribers. This form of the 
(hit organisation, rather the adaptation of the chit methods to 
ordinary banking business, reveals the necessity for linking up the 
Karaswans with an eflScient bank. 

A similar practice showing the transition from chit transac- 
,tion to banking business obtains at Sivakasi, but rather in an un- 
developed form. Subscriptions are collected in the usual way, but 

instead of the members being allowed to bid the Karaswan is 
given the right to distribute the p(X)l in a certain order, according 
to hjs discretion. The second chit goes to the Karaswan as usual. 
The peculiarity is that' since there is no auction the non-prizf <1 


F. 13 



858 


J. S. PONNIAH 


members pay their monthly subscriptions less a fixed deduction 
for discount. For example, if the value of each sha1i*e is.Es. 23 
the prized member pays the full amount whereas the others 
pay only Bs. 22. The last jirize- winner, who has been paying 
Es. 22 throughout would receive the full value of the chit, say 
Bs. 500 if he had contributed for 20 instalments. The system is 
less democratic, l)e(*ause it vests the sole responsibility for the 
distribution of the loans in the Karaswan. But in many respects 
it is superior to the aiicition method, which leads to competition 
and scramble for loans. Further, there is no need for the distri- 
bution of the dividend (Veethapalisa) at the end. The Karaswan’s 
scope for utilising those moneys is also removed. But his legi- 
timate commission in the shape of gain in interest is not deprived 
of. hor in the second chit all have to pay Es. 25 without any 
deduction. It is (piite possible that the present system might 
develop as a pure banking concern. It is of some interest to 
noii(*e that ever since th(‘ adoption of this method the old auction 
me,thod has been discontinued. There are 20 organisations in all 
and the transactions amount to about Es. 30,000 a year. 

The se(*on(l development, taking place largdy in the Travan- 
(‘ore State, is in the opposite direction, that is, an ordinary bank- 
ing concern absorbing the chit transactions. The impetus to this 
interesting development came from legif^lation^o reguiati^'g the 
foreman’s security, the registration of the articles of agreement 
(Variola — ^literally, document written on a palmyra leaf), the keep- 
ing of a complete record of the proceedings and account books, 
and the investment of unpaid chit funds in an approved hank. 
These regulations, some of them stringent, were necessary, in the 
first place to protect the subscribers against the frauds of the fore- 
man andj secondly, to put on a statutory basis the existing practice 
so as to make the administration of the law easy and eflicient. Two 

10 Regulation III of 1918. An admirable edition with critical notes is found 
in Mr. Mathew’s book “ The Law of Cbitties,” already referred to. ^ 
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sections especially, Sec. 16, which requires the foreman to oiler 
twice Jhe ckitty amount as security, unless otherwise provided for 
in the Variola and assented to in writiu”: by the members, and 
Sec. 19, making* ^he foreman liable to the subscribers for the 
amounts due to them to the fullest extent, have perhaps iended 
towards the absorption and concentration of these transactions in 
banks. Though many foremen still condin't chitties without 
offering the required security, on account of their business reputa- 
tion, by taking the written consent of the subscribers, an article 
(No, 23) of the chittv agreement of the Travan(*ore Tfational Bank, 
Ltd., shows conclusively, the advantages of chitties as bank ad- 
juncts. As all the movabL and immovable properties of the 
Bank wdll be liable for this chittv, no separale securitv need or 
will be given.’’ Other considerations siicli as the facility of in- 
vestment of unpaid sums in approved banks and of the prompt dis- 
charge of Tne claims of the prized subscribers, without the need 
of borrowing outside, make it extremely advantageous for a bank 
to transact chits in addition to its other ordinary business. 
Another remarlvable advantage is that a bank is able to app *at to 
a larger number of subscribers outside by the confidence it inspires 
by its financial position and the provision of remittance facilities 

through the agency of other banks. These advantages are demon- 
st ratec^ from the ])rofits of the abovemeutioiUMl bank, as disclosed 
from its published balance sheet for tbe year ending 16th August, 
1929. 


Banhinff Depavtment. 

Expenditure. Income. 

Rs. a. p. Rs. a. p. 

Interest ... 97,647 2 4 Interest 

Office charges HI, 200 14 6 Discount, etc. 1,8H, 909 8 7 

Depreciation ... 538 15 3 

Income Tax ... 8,207 11 10 

Total 1,41,339 1 9 Total 1,83,909 8 7 
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Ghitty Dppartmtint 

Ex[>enditure. Income* 

Ks. {i. p, Rs. a. p. 

Account Books, etc., 5,991 15 5 Interest ... 8,193 13 4 

Commission ... 919 13 0 | (Commission ... 5,361 12 11 

Total 9,911 \'l 5 I Total 13,545 10 8 

Out of a Net Profit of Its. 49,204-4-8 for the whole business 
net income from cliitties alone amounts to Us. 6,633-13-10, or 
roug'hl}'^ about 1/Tth of the total. Tliis is ])robabiy the reason why 
all commercial banks in Travancore have chitty transactions along- 
side of their ordinary Imsiuess. Recently naany Town Banks in 
the Tamil districts have also copied the system. 'I’he great merit 
of this comhination i.s that a .steady stream of deposits is assured for 
(.he banks and though the advam’es to the prized members are made 
on what the hankers would call dead assets, sucli as land and 
houses they are made as liquid as any other security by the pro- 
vision that in cases of default the whole sum is recoverahle by a 
summary sale of the security. In spite of these advantages it has 
to be admitted that tlie conduct of chitties by banks does not give 
all the necessary facilities for the small investors. For a bank 
cannot deal with them in the same way as a private foreman can. 
Its value of the chit is also necessarily high. 

V 

The mam problem of reorganisation may now be stated briefly 
as follows:— Some measuie of control by government regulation 
is cleariy necessary to make the working of these organisations 
efficient, popular and without retarding progress, while every 
effort should he made to extend their operations and bring them 
into a close contact with the organised money market of the 
lountry, the central idea being of course the encouragement of 
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savings and the promotion of the habits of thrift. Banking 
facilities ar^ indeed one the means ot improving the conditions 
of the masses. The following suggestions are offered with a view 
to the regulation of the chit organisations in the Madras Presi- 
dency or for their adoption elsewhere. 

(1) The first step would of course be a close study of the 
existing practices in the Presidency, and the various rulings of 
the Courts on cases arising out of them. In Travancore only two 
methods of chit transactions are reported, while in one single 
Tamil district two more have been found to ))e working. A close 
study* of all the existing methods might give us good results for 
drawing up model bye-laws or articles of agreement. Insistence 
on such model bye-laws is one of the necessary conditions for 
eflficiency. In the Travancore Regulation, there is no such pro- 
vision, and its absence gives s<‘ope for considerable fraud 
by the foreman. For whatever is agreed to between the 
Karaswan and the subscribers is registered. A case where 50 
per cent interest was provided and had to be upheld in the Court 
is cited by Mr. Mathew in Ins book (p. 197). Apart from this, 
other minor changes may be needed to make the regulation suit- 
ed to our conditions, such as the levy of a smaller fee for registra- 
tion, the raising of the limit of chit amounts that need not be 
registered from Es, 100 to Es. 200. The village officers may be 
required^ to keep a register of all chit transactions below Rs. 200. 
The power of the Pancliayat (\)urts to decide all cases arising out 
of chit fund transactions may be statutorily recognised. 

(2) Regulation is not all that is needed. An immense 
deveilopment of these institutions is possible and all ways and 
means of stimulating cautiously their growth should be explored. 
There is a great need for the insistence of the chit principle in 
the co-operative societies at the present time. In fact the desir- 
ability of advancing small loans only on this principle seems to 
be urgent to eradicate the . heavy overdues. In this way the 
members will learn ihe advantages of saving and borrowing instead 
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of borrowiii^^ and repaying* as it is now. Anotlier gTt'at means of 
developiiio' the chit system is to attacli. the chit organisation to the 
factories or the workshop and similar places, where homogeneity 
and regularity would ensure their successful working. The owners 
of factories may be persuaded to conduct these organisations either 
oil their own responsibility or through their agents. At any rate 
there is a great scope for the extension of the system along these 
'lines. 

(3) Regarding tlie inoblem of pooling the resources at a 
central point and providing the necessary facilities for reinvest- 
ment, the following scheme may lie adopted. The winners should 
he acquainted with the fact that their savings could be profitably 
allowed to accumulate in a' Co-operative Hank. Every fore- 
man may be required to include in his organisation a few non- 
bidding members, who would like to have continuous savings. 
Their subscriptions should be reciuired to be invested as Pruden- 
tial Deposits at G] per ceni interest in a Co-operative Bank. In 
this ^\ay the Xaraswans will become the collecting agents of 
( entral Banks in many places which are now practically out of 
ibeir reach. Wlien savings are tliiis accumulated it may be even 
possible to introduce the Insurance Com])aiiies to these small 
investors. 

(4) It may be (]uite ])ossiblf- to devise new types of chits such 
as the Vessels-( hit, and popularise them among the masses. There 
is a great scope for the evolution of many chits for such 
purposes as mariiage exi)enditure and house-building along these 
lines. 

(5) In view of the (freat impoi-tance of the attraction of 
more and more de])osits and the encoiu-af»ement of thrift, the 
question of the formation of an Investment Trust on the lines of 
The First Mort/raffe Co.oi)erative Investment Trust, Ltd., should 
he carefully eonsidered. For there is nothinj? like the attraction 
of a hif^lier rate of inieresf for Ihe small investor. If the Briiish 
Ti ust could earn ( per cent free of income-tax for its members, 
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it is possible to declare a higher percentage in India. This must 
certainly be* the crown of the chit organisations. 

No emphasis is too strong for the fosiering and development 
of these organisations, along Uie lines iudi(*ated above. It is not 
l)ecause we do not believe in the adequacy or the efhcienoy 
of the moderii methods such as the (*ash fVriificate or the Postal 
Savings Banks and Governmeni Securities, that we advocate the 
development of these institutions. Tlv^ great secret in the 
development of l)anking methods is to utilise the existing 
machinery, reorganise and build upon it rather than supersede it 
by methods unknown or unintelligible to the masses. The chit 
system has proved its poi)ularity and efficiency and would certain- 
ly become one of the most potential instruments of mass iiidift 
by promoting thrift and savings. 
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INDIAN BDDGET, 1930-31 

The Indian budget is characterised by proposals for additional 
taxation amounting in the aggregate to more than Rs. five crores. 
The abolition of Jhovincial conti ibutioiis left a large gap yi the 
resources of the (jovernmeiit of India which has not been filled 
by the ordinaiy growth of revenue. There is also a fall in the 
(•(mtribution from the railways to the general revenues; on account 
of these and other causes, the Government of India have found 
it necessary to impose additional taxes. A brief examination of 
the proposals will show that though the Goveinment have succeed- 
ed in budgeting for a surplus by means of additional taxation, the 
burden is likely to fall more on the poor than on the richer claases 
of people. Before considering In detail, let us have a general 
idea of the financial position as presented in the budget, which is 
given in the following table : — 

Lakhs 

Budget estimates on the existing basis of revenue 
involve a deficit of ... ... ... 552 

Reduction of expenditure ... .* 142 

Civil estimate 62 

Military estimate 80 

142 

Deficit reduced to ... ... ... 410 

Reduction in the import duty on rice from as. 3 to 
as. 2 ps. 3 involving a loss of revenue of ... 30 

e 

Deficit increased to ... ... ••• 440 
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Lakhs 

Bropofied additioiuil laxaUoii ainouiiliiifr io ... 510 


Lakhs 

Loitoii dniieh ... ... 125 

Kerosene diitie.s ... ... 

Sugar duties ... ... 180 

liieoiue & Su]ter ta.\es ... TO 

Silvei* duly ... JOO 


510 


Defi^'it turned into surplus of ... 


70 


The reduction in exi)enditure of J^s. 142 Jukhs is an olfset io 
the total new expendituie ot Ks. 140 lakhs on certain new services, 
wliicli has been provided for. The new services include Broad- 
casting, the Imperial Departmenl oi Agiiculture, the appoint- 
ment of Trade (Jominissioneis and (‘ertain local improvements in 
ureas directly administered b^ the Government of India. The 
reduction in expenditure may be sub-diviJed into two parts:* — 
the civil estimate has beeji reduced lis. 02 lakhs and the 
military by Its. 80 lakhs. Though the reduction in military 
expenditure may be considered a step in the right direction, it 
is ver^ little when we take in view the tcdal amount involved. 
The expenditure now provided for military services is Es. 64*30 
crores Avhich would have been 55 crores but for the reduction. 
In these days of international conferences in favour of disarma- 
ment, a more substantial reduction in the military budget of India 
was certainly called for. 

On the existing basis of revenue, the expenditure with the 
addition of 146 lakhs referred to, involves a deficit of 652 lakhs. 
The reduction in expenditure, which has been provided for as 
mentioned above, reduces the deficit to 410 lakhs. The deficit 
however increases by 30 laklis because of the reduction in the 
import duties on rice from as. 3 to as. 2 ps. 3 per maund. There 
has feeen a fa!ll in the price of rice to the obvious disadvantage 
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of the cultivator in Burma. Siam, which is one of the princij^ 
competitors of Burma in foreign markets, has a lower export duty, 
and it is reasonable therefore to put the Burmese trade on a foot- 
ing of equality. The reduction will mean a loss of 30 lakhs in 
revenue which will therefore increase the deficit to 440 lakhs. 
In order to meet this deficit, additional taxation has been provid- 
ed for which is estimated to yield additional revenue of 510 lakhs. 
If this expectation is realised the deficit will be turned into a 
surplus of 70 lakhs at the end of the new financial year. 

At a time when the economic life of the country is under- 
going a severe strain, due to a prolonged depression in some of 
its principal industries, tlie (jovernment of India would have 
been better advised to reduce their expenditure in such a way 
that the necessity for additional taxation might be reduced to a 
minimum. Instead of that they have gone in fOr increases in 
taxation under five heads and liave provided for a surplus. If 
at the end of a financial year the Government realise a surplus 
because of prudent administration, it may be an indication of 
sound finance; but it is certainly not sound finance to provide for 
a large surplus with tlie lielp of additional taxation at a critical 
time in the history of the country. 

Coaxox Duties 

The most inij)ortant proposal which aroused keen controversy 
is with reference to tlie imposition of additional duties on cotton 
piece-goods. The existing duty of 11 per cent is to be raised to 
15 per cent. This is <o be considered a revenue duty. An addi- 
tional duty of 6 per cent, to be considered a protective duj^ on 
all non-British cotton goods was originally proposed by the 
Finance Member. This additional 5 per cent duty was not to be 
less than as. 3^ per lb. on plain grey g’oods. It was proposed that 
this protective duty should be imposed for three years only before 
which period- the question of protection to the cotton industry 
should be re-examined. This proposal raised a large question of 
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policy relating to (1) India’s fiscal autonomy and (2) Imperial 
Preference. * 

Tile convention regarding the fiscal autonomy of India is that 
the British Goverriment will not interfere in the fiscal policy of 
this country when the Government of India and the Indian 
Legislature are in agreement. Under the present constitution, 
the Government of India is nnf responsible to the Legislature; 
it is largely British in personnel and lepresents the British Govern- 
ment in India. The airreement of the Government and the 
Legislature on fiscal matters cannot therefore reflect a purely 
Indian point of view in all cases, particularly when British 
interests are involved. It must he a compromise of some sort. 
In other words, the convention regarding the fiscal autonomy of 
India presupposes an autonomv which will not in piactice affect 
British interests adversely. It is not an autonomy of the character 
that the Dominions enjoy. 

This constifutiona^ position has heen reflected in the existing 
Steel duties which are higher on Continental goods as compared 
with British goods. In the same way, the proposal regarding 
the Cotton duties Is to have a higher duty on non-British goods 
and a lower duty on British goods. The policy involved in either 
rase is not that of Imperial Preference as has heen frequently 
said iTi recent discussions; it is purely a policy of British Pre- 
ference. 

TKe pot, ton indnstry in Tnflia is passinp tkroufrli a very 
PTitipal condition, a part of wliich is dne to competition from Japan 
and a part to otter canses. The Indian Lejfislatnre was faced 
with a dilemma hy the proposal of the (lorernment. The rejec- 
tion of the f) per cent protective dnty wonld not pve an adequate 
measure of assistance to the cotton indnstry apainst Japan. The 
acceptance of it mifrht on the other hand facilitate the entry » 
British poods in India as apainst Tontinental and Japanese poods. 
It was said that the kinds of poods which come from the Unite 
Kimraom were not produced in India, and th.t therefore there 
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was no eifective (ompetition between the two. Plain grey jfoods 
were bow’ever found to enier into competition with ludiaij goods, 
and the original proposal was therefore modified to indlude British 
plain grey goods under the category of goods required to pay a 
minimum duty of 3.^, os. per lb. Tn view of the increasing 
importance both from the revenue ])oint of view and the protective 
point of view of customs duties in this country, and the advocacy 
of schemes of Empire Economic* TTnity, the question of British 
or Imperial Preference from the Indian point of view should be 
boldly faced and (*onsidered in all its aspects by a representative 
committee at an ear'ly date. 

Eekosenk Bitty 

The excise duty on kerosene is increased from one anna to 
one anna six pies ])er gallon, and the import duty has been reduc- 
ed from 2 as. 6 ps. to 2 as. 3 ps.; the object is to obtain additional 
revenue, which at the same time may keep dowji the price to the 
consumer. It is, however, difficult to say whether the price will 
not be increased. The report, of the Tariff Board on the Oil 
Industry has abundanllv proved that the TCmosone Pool in India 
has managed to take all these years a higher pri(*c from the 
consumer. 


Bitty on RiTGAn, 

At present sugar has been classified into vseveral classes accord- 
ing to quality, and the duties vary according to the standard. 
vRugar of 23 Butch standard and above pays Rs. 4-8 per ewt., 
sugar below 23 Butch standard but not inferior to 8 Butch 
standard pays Rs. 8 ])er cwt., sugar below 8 Butcb standard and 
sugarcandy pay at present 25 per rent nJ valorem. An addi- 
tion of Rs. 1-8 per cwt. bas been made to all these classes. 
Molasses, which at present pays a duty of 26 per c^nt will be 
treated separately from sugar and will not bear the inci^aae. 
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The question of piotection to the su^ar industry in India is still 
awaiting Consideration. It is one of the important industries 
which can be de^ eloped to the great advantag‘e of the people of 
this country. The new Imperial Agricultuial Council is consi- 
dering methods for the im])!()vement of sugar i)roduction. Though 
ihe proi)osed iiu'rease <)n sugar may be of advantage to the industry 
within ihe country, it is high time that the position of the industry 
with reference to protection be considered and the duty adjusted 
a(*coidingIy . 


Taxes ox Inc ome 

Personal incomes of Its. IbdXK) and upward will have to pay 
an additional pie in the rupee; in higher grades of income, corres- 
ponding adjustments will be made. This will also apply to supcu'- 
tax. 


Sn.vEU Dutv 

The last i)roposal refers to the re-introduction of the import, 
duty of as. 4 per ounce on silver. The position of silver in this 
country has been greatly complicated of late. The Government 
have huge stocks of silver which they are eager to dispose of. 
The sliles of silver by the Government during recent times have 
been an important factor in depressing the price of silver. The 
imposition of the duty will bring about a disparity between the 
price of silver in India and outside. The imports of silver into 
India may suffer and in conse(pience the w’ortd price of silver 
may fall further. The artificial rise in the price of silver within 
fhe (country may benefit the holdeis of silver for some time, but 
this does not mean that the position of silver as a store of value 
has been improved. This must have relation wilh the interna- 
tional position of silver. Besides, Ihe silver market in India will 
have to watch with anxiety the action of the Government with 
reflrence to their stocks. 
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Conclusion 

The estimated revenue from each of these measures has been 
given iu the table iibove. We find that with the exception of the 
increase iu income and super taxes, the increase under other heads 
must fall on the poorer classes and the lower middle classes. The 
percentage of additional (‘ontribution to the State, which the 
comparatively poorer section of the people will have to pay 
because of higher pjices on cotton goods, kerosene, sugar and silver, 
will be an additional burdaii to them, higher than in the case of 
the more comfortably placed classes. The slight increase in in- 
come and super taxes which the richer classes are called upon to 
pay must be considered insignificant compared with the burden put 
on the poorer classes. Out of the total estimated revenue from 
additional taxation of 510 lakbs, TO lakhs come from the increase in 
income and su])er taxes; the remaining 440 lakhs are to be derived 
from the other duties. It is obvious therefore that the taxation 
lU'oposals are not equitably arranged as between ihe richer and the 
poorer classes of people. 


C, N. V. 



•industry, trade, Transport, etc. 

The economic outlook for India continues gfloomy. The 
depression that came over her some years back shows no signs of 
abating. If anything it is worse than ever and embraces our 
industry, agriculture and trade although the different sections 
of these are differently affected. Vastly divergent opinions are 
held as to its causes by the authorities and Indian industrialists. 
The^ (jovernment spokesmen attribute* it all to world causes and 
assign no place whatsoever to their own exchange policy as a 
cause. Thus observed Sir George Schuster at the last annual 
meeting of the Fedeiation of Indian Chambers of Commerce and 
Industry: ‘‘The main causes for tlie present depression were 
world- wide causes such as the collapse of the American boom, 
which had lesulted in a general lack of confidence and a slowing 
down of trade and industry, a decreased demand for raw materials, 
and a sharp drop in the prhjes of all commodities. The effects 
of these would have been the same whether exchange had been 
at Is. 4d. or Is. Gd.” The industrialists, on the contrary, while 
not ignoring the world causes, hold the I8d. ratio as mainly 
responsible for the depression. Some of them go the length of 
regarding it as the one and only cause, but their number is 
limited. The industrialists point to the increasing imports and 
decreasing exports, the epidemic of strikes and other labour 
troubles, the low-purchasing power of the agiiculturists and more 
than anything, the sad predicament of the Indian cotton industry 
as proofs positive of the havoc that the higher ratio lias wrought 
in the industry and commerce of the country. 

It may at once be admitted that the 18d. ratio has affected 
some industries more than others, and some like jute and tea per- 
haps not at all. But it is not easy to understand how it can be 
asserted that it has nothing to do with the depression, nor again, 
thc^ it is the only cause of that depression. However, the Finance 
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Member has declared that ihe ex(diang*e question cannot be re- 
opened and that tlie (iovernment would use all the resources* at its 
disposal for the inaintenance of the ratio fixed by statute in 
and that those resources are ample. That oug*ht to settle the contro- 
versy — for a time. For a time, because so long as the managed 
(iurrency system of the country does not make room for an auto- 
matic currency the question cannot be set at rest for ever. The 
s(joner, therefore, Government take steps to establish a gold 
standard backed by a gold currency the better it will be for them 
and the country. 


Of the industries that have been affected by the depression, 
the cotton mill industry is the one that lias been most hard hit. it 
is said that during the last five years or so the Bombay mills 
have incurred losses to the tune of Its. 11 J crores, that the loss to 
the public through some of the mills having been written down 
their capital or gone into liquidation amounts to Bs. six crores, 
iha^ the number of mills in operation has dwindled from 81 to 73, 
and that there are four mills also that are in liquidation involving 
a combined capital of a crore of rupees. (They have now gone 
under.) In the mill centres of the interior of the country, the 
situation is not so ))ad, but their profits have come down to 4 or 
3 per cent. * 

Besides the 18d. ratio there were special causes operating in 
the case of the cotton mill industry in general, but in the Bombay 
mills in particulai- that have led to this deplorable state of affairs. 
The report of the Tariff Board on the industry has made us familiar 
with them. Let it be hoped that the increase in revenue 
import duty on cotton goods fioin U per cent to 15 per cent {ad- 
ralorem) and the special additional protective duty of 5 per cent 
on non-British goods will give the mills the breathing space in 
which to set their house in order. Theie are no short cuts to real 
lasting prosperity and unless the cotton mill interests resort to 
rationalization of their industry — a rationalization that will^put 
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it on a coinpotiiive basis with its livals — no solution of tlieir dilti- 
culties.is pnssilde. That the mill inieiests have awakened to the 
need of the hour, there is i)leniy of evideiiee. The future, theie- 
fore, should not bt hopeless. 


Humour is afloat that a bi^** ‘ merger ’ on the lines of tlie 
Jjancashire ( 'orpoiation is under contemplation in Bombay. The 
(iombine will attract about 5(J mills and will be run on most effi- 
cient and economical lines. The most u})-to-daie machinery will 
be installed and the efficiency of labour which idiiefly accounts for 
’Japan’s successful (ompetition, will he cared for. The Imperial 
Bank of India will, it is said, assist with a loan of about Bs. 10 
crores at 6J per cent interest, as the Bank of Enj^land is assisting 
the Lancashire combine, provided Government aie sure of the 
success of the scheme. 


" The Annual llepcirt of Ihe Indian Section, Manchester 
Chamber of Commerce for 1021)^ l)ub]ishe8 figures which show jthe 
p]ogressive de(dine in Lancashiie trade with India and th(» 
inroads made therein by Japan, and ihe production of yarn and 
Ijiece-goods in India. The figures (puded in Ca//ital of February 
27, 1030, are given bellow: — 


Taule I. Expokts of Cooton Piece-Goods from the United 
Kingdom to India 


Yt'n r 

(trc'y 

Blnachod 

IVinUid 

Dyed in Dyed in 
piece yarn 

Total 

Quantity 

Total 
Valiio (in 
Million £) 

1913 . 

.. 1,483 

782 

470 

286 

36 

3,057 

350 

1927 . 

761 

664 

178 

142 

7 

1,652 

311 

.1928 . 

G24 

688 

174 

147 

8 

1,642 

30-4 

1929 . 

697 

611 

134 

122 

10 

1,374 

261 


(1913— Millions of Linear Yards. Other years— Millions 
of Square Yards.) 


F. 15 
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Table II. Exports of Cotton Yarns from Vhb , 
United Kingdom to India 


Year 

1913 


(Weight 
milliouB IbB.) 

... 37-4 

Value (million £) 

2-3 

1927 

... 

... 21-6 

2-2 

1928 

. . . 

"... 21-7 

24 

1929 

... 

... 21-4 

2-4 

Table Ilf. 

Indian 

Imcorts from Japan 

Year IDuding Maroli 

1912-13 


Yarns 

(million lbs.) 

... 04 

Piece- goods 
(million yar(lH) 

5-9 

1920-27 

... 

... 200 

2430 

1927-28 

... 

... 170 

323 0 

1928-29 

... 

... 7-6 

367-3 

1929 (April— Sept.) 

... 

... 5-3 

2061 


Table IV. Peoudction of Cotton Yarns and 
Piece-Goods in Indian Mills 

^ ^YaruB Piece-goods^ 

(million lbs.) (million yards) 


1910—14 (Aug.) 

... 647 

1 , 106 . 

1926-27 

... 807 

2,269 

1927-28 

... 809 

2,367 

1928-29 

... 648 

1,893 

1929 (April — Aug.) 

... 300 

886 


Japan is the chief rival of Lanc^ashire as well as of the India 
Cotton Mill industry. She has made inroads into the markets of 
both and it is competition from her mncli more than from Lan- 
cashire that seems to be threatening the life of the Indian Cotton 

Industry. From Lancashire she seems to be on the road to cap- 
turing the Indian raw market also. In a paper on Japaf.ese 
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competition in the cotton trade read before the Eoyal Statistical 
Society by *Mr. Barnard Ellin^er and Mr. Huffe EUlinffer on 
January 21, 1930, the writers clearly brinfr out this point. They 
say about three Japanese concerns that “ not only do these three bijy 
firms control the shipments of Indian i otton to Ja])an and China, 
but they also control about lb per cent of the total imports of 
Indian cotton supplied to the Fnited Kin>rdom, and indeed, 
whereas India shipped in 1925-20^ 540,000 bales of cotton to the 
United Kingdom, Belgiuic. Italy, Germanv and Spain, 78,000 
of these were shipj)ed by Japanese firms.” 


Lancashire is made of a very stubborn stufT. The adversity 
through which its industry has been passing has made Lancashire 
gird up its loins to overcome Its difficulties. Schemes of ration- 
alization and amalgamation have been launched. The Ljincashire 
Cotton Corporation was form(>d about a year bach and has been 
joined l)y about 70 mills — more aro io come In. Tt lias also come 
to terms with tbe bants wbicli will enable it to receive proper 
financial assistance. About a montk n<^‘o Hie formation of the 
Cotton Textile Association was announced. All sc<dions of the 
irade includinp^ the operatives are to be represeuled in ilio Asso- 
ciation and its aim is to initiate and supervise co-o])erative effort 
and increase Lancashire’s trade in respect of bulk and standardiza- 
tion. ISTow comes to hand the following piece illustrative of the 
propagranda that is to be carried on to encourage Swadeshi: — 

London, March 11— Tn an alt^inpi to help the cotton industry of Lancashire, 
women are being ashed to buy and wear at least ibree cotton dresses in tbe com- 
ing summer, and wear red roses (made of cotton) as a sign of fheir rlctermina- 
fion lo buy Lancashire goods wherevt'r pnssildc. Mannequin parafles are being 
arranged with a similar object in view. 

It is alertness and determination like Lancashire’s that spells 


success. 
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In CapiUil of the IGih Jiirmary last (p. 127), Mr. H. W. 
Perry pleads for ihe introduction of Rutways, the lafest drevelop- 
inent in the methods of land transport. RutwayvS consist of 
liard and smooth steel, concrete or wooden tracks, according to 
the weight of traffic to he carried, only six inches wide, and pro- 
vided with vsmall ft‘uidin«* flan^>es, one to two inches in heig-ht, to 
keep the vehicle wheels confined 1o these narrow tracks.’^ They 
possess all the advantages of Railways and Roads and have none 
of their disadvantages. Railways carry heavy traffic at high 
speeds hut at very high costs owing to the necessity they inyolve 
of having sidings and station yards, and the expensive points 
and , crossings, interlocked signals and disjointed rails and 
sleepers, etc.” Roads also have heavy traffic hu,t at low speeds 
and still higher costs because of their width as well as of the 
repairs and renewals entailed. Now, Rutways, on account of 
their smooth and hard tracks, make possible the achievement of 
jiilinost as high speeds as Railways. And, because of the fact 
that Rutway vehicles, having flat-tyred wheels like ordinary 
road motor lorries, can be steered out to any side by the omission 
of the rutway flanges for a few feet (which is in fact done when 
vehicles or trains have to cross each other or to go to passengers’ 
houses or factory buildings), the expense of providing sidings 
and station yards, etc., is altogether eliminated, and, ar- their 
angle-bar-rails are laid on hard concrete surfaces sleepers are not 
required, and hence there is no expenditure In ihis connection also. 
Then, the confinement generally of the vehicles to the tracks 
iuwsures the safety of life and limb which is not the case with 
roads over which lorries ‘'and vehicles travel fast anywhere and 
everywhere. 

^ Owing to financial stringency and fresh estimates being 
needed, Sir George Rainy informed the Assembly, but according 
to Indian opinion, mainly owing to the interests of Inland 
Shipping Companies being opposed to it, the Dacca-Aricha Rail- 
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way Project has been dropped. But it was announced that both 
the li^ilws^y Board and Grovernment were alive to its ur^enijy 
and regarded it as an essential link in the chain of throug'h eoin- 
munications. It therefore, reasonable to hope that the project 
has not been finally given up but will be taken up in the not 
distant future. When (*oin]deted tlie Railway would open up a 
lai’ffe portion of Eastern Bengal, shorten the travel between 
Dacca and Calcutta by seven hours, and provide through com- 
munication between Peshawar and Eastern Bengal. 


The Chcrra-Cliatak Ropeway whicli Avas declared open by the 
Governor of Assam at Clierra]uinji on Eebruarv 24, 1930, is a 
noteworthy example of what local enterprise oan aehieve. The 
Ropeway has been paid for largely by local money, and has l>een 
supported and encouraged by the local Siem. It is meant to do 
away with the high cost of transport of goods by railway to the 
plains, and will be utilized, for the present, for the carriage of 
coal and other minerals and potatoes tbithor, and, ultimately, for 
that of fish, rice and oIIkm* commodities as Avell. When, the 
Governor said, the Assam-Bengal RailAvay will have a branch line 
from Sylhet to Chatak that [dace will be served by the railway, 
the steamer and the Ropeway. 


The Federation of the Indian (Chambers of Comment and 
Industry at their last annual meeting* adox)4ed a resolution urging 
the Government to institute a thorough and comprehensive 
enquiry into the question of the development of Indian water- 
ways with a view to the formulatiofi of a national policy for 
encouraging inland water transport. The resolution deserves 
urgent consideration at the hands of Government. 

^The results of the working of Indian Railways during the 
year 1929-30, are anything but cheerful. The budgeted estimates 
Avefe — revenue about Rs. 1061 crores, and expenditure about 



878 


NOTES 


Es. 95i crores, which if realized would have given a surplus of 
about Bs. 11 J crores. The revised estimates aVe — ^];evenue 
Es. 105 crores and expenditure Es. 98 crores — approximately, 
which would result in a surplus of about Es. 7 crores only from 
commercial lines. After meeting from this surplus the loss of 
Es. 181 lakhs on strategic railways, a balance of Es. 536 lakhs 
will be left. But this will not be sufficient to meet the contribu- 
tion of Es. 612 lakhs to general revenues. Hence the reserve will 
have to be drawn upon to the extent of Es. 86 lakhs. This will 
be so if the actuals turn out to be as expected. But whether or 
not they actually do so remains to be seen. 


The revised figures show that the revenue hafj decreased and 
the exi)eiiditure has increased as compared with the budget esti- 
mates, The decrease in revenue is attributed to tlie fact that ex- 
cept in coal and cotton, the traffic in all kinds of goods fell off. 
The grain traffic declined because of the lean harvests of recent 
years in Northern India and the traffic* in other articles cam(» 
down as a concomitant of the general trade depression which 
made purchasers adoj)t a cautious attitude in regard to purchases. 
The increased expenditure has been brought about by more money 
being spent up on the improvement of the service conditions of 
the low-paid staff, the heavy flood damages increasing repatr and 
maintenance charges, the in(*reased mileage necessitating increas- 
ed expenditure and the taking over of the Southern Punjab 
Eailway which means an increase in working expenses. 


The budget estimates for 1930-31 provide for total receipts 
of about Es. 108 crores and a total expenditure of nearly Es. 100 
crores and thus a net gain of about Es. 8 crores. Of this Es. 180 
lakhs will be devoted to meeting the loss on strategic railways, 
Es. 574 lakhs will be contributed to general revenues, and 
Es. 34 lakhs Avill be added to the reseiwe fund. 
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ihe capital expenditure during* 1929-30, was estimated at 
Its. 20J crores but actually it will be a little over Rs. 24 crores. 

Ihe capital expenditure during* the coming year is expected 
to be Be. 10^ crores. 

The chief works in progress are the electrification of the ghat 
sections of the Great Indian Peninsular Railway and the subur- 
ban railways at Madras, the new Perambur Workshops of Madras 
and Southern Mahratta Railway, and the further i)rosecution of 
the Raipur- Vizianagraiu Railway which will give the Centrs^l 
Provinces a new outlet to the sea at Vizianagram. 

The only iiftportant new work to be undertaken is the doul)l- 
ing of the East Indian Railway between Cawnpore and Tnndla. 

The last five yeais lias*e seen about 2,301) miles of new lines 
o])ened to traffic. 

The Mandi Tlydro-Klectric In([uirv Committee have submit- 
ted a unanimous re])(>rt. The Committee are against the scheme 
being abandoned ])ut lecommend that before the second stage of 
the works is commenced a committee should go into the merits 
and demerits of the different schemes., If the work of distribution 
is entrusted to private companies, it is recommended that Indian 
firms should be given preference. They recommend that the 
supply of fhe current should commence not later than July, 1933. 
The total expenditure by that date is put at Rs. 6^ crores. The 
demand for the current by the 12th year is expected to be 40,000 
Kilowatts. Jfo tariff rates are recommended as any such recom- 
mendation is considered premature. But it is estimated that when 
the works are complete and supply current for domestic and 
industrial purposes it can be supplied at one-third the rates charged 
by private companies. 
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An Indian Advisoi’y Economic, (Vnincil as closely as possible 
on the lines of’ the British model is greatly needed' for, India. 
Sir George Schuster’s announcement, therefore, tha,t the country 
liadly needed a constructive economic progTainme and that his 
own mind too was moving’ towards the proposal for such a council 
is to be heartily welcomed. 


T.he establishment of a (.'eiitral .lute (tommittee on the lines 
(d the (\)tton Committee has l)een decided upon by Government. 
1 lie j)ropoaed ( ommittee will go into tlie (piestion of jute grading 
also. 


As a corollary to the establishment of trade commissioners 
ill Africa and the Near East, si.\ new Trade Commissioners are 
going to be appointed at Hamburg, Milan, New York. Durban, 
Mombasa and Alexandria. Also a Deputy Director of Commer- 
cial Intelligence will be established at Bombay. Two of the trade 
commissioners will be appointed this year. Ultimately all the 
six commissioners will be Indian, though one non-Indian might 
be appointed for the present. Whether they should be non-otticials 
or not will be decided after consultation with the Higli Commis- 
sionei toi India, and t,he Indian I'rade (.’ommissioner. 


^ A new sugar mill lias been opened at I'ilibhit, U.P. Since 
1910 there has been a factory there with a capacity of 100 tons 
which later on was increased to IhO tons. But the factory was 
not up-to-date. The capacity of the new factory is 400 tons and 
it has been fitted with up-to-date machinery and railway siding. 
Both the factories will now crush 550 tons of sugarcane in 24 
hours. Sir Malcolm Hailey, who performed the opening ceremony 
while welcoming the new venture dwelt'upon the anxious times 
through which the sugar industry and trade were passing owing 
to external competition and low prices and observed that “ nothing 
but the most economical and businesslike management and* the 
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tnost cateful use of scientific methods can survive that com- 
petition/’ 


Mr. Birla’s presidential address at the annual meeting of 
the Federation of Indian Chambers has brought to the fore the 
question of India’s foreign liabilities in a most forceful manner, 
perhaps no estimate of foreign investments in India can be 
arrived at which will be acceptable to all and sundry. Mr. Birla 
took his stand on the estimate submitted by the Associated 
Chambers to the Simon Commission — ^the estimate which put the 
amount of British capital in India at the figure of 1,000 millions 
sterling. * Sir George Schuster, however^ regarded some figure in 
the neighbourhood of £500 millions as the right figure. The 
Financial Times publishes figures which make the amount about 
£100 millions more than the Finance Member’s figure. The 
figures are given below : — 



£ millions 

(a) Government Steiling Debt 

261 

(h) Guaranteed Railway Debt 

120 

(c) Contribution to the 5% British War Tioan 

17 

{d) Local Loans 

10 

(e) Investment in Companies Registered in 


India 

76 

(/) Investment in Companies Domiciled outside 


India 

100 

Total I n vestment 

583 


The League of Nations Advisory Committee on the TrafiBlc in 
Opium and Dangerous Dirugs have in their meeting in January- 
Febmary last adopted a plan whereby an effective blow is being 
struck at the nefarious traffic in narcotics. According to the p'lan 

f ' 

the world requirements for these will first be estimated,, each 

i 

P, 16 



NOTES 


8 ^ 

country submitting an estimate of its needs tor medical and 
scientific purposes. The required production will then be allocated 
among the manufacturing countries by a quota system. Lastly, 
the needs of the different countries will be supplied through a 
Central Office which will be kept informed of all orders received 
and supplies made. 

G. D. K. 



To 

The Managing Editor, 

Indian Journal of Economics, Allahabad^ 

A (CORRECTION.’’ 

Dear Sir, 

On page 720 of the January, 1930 (Conference), Number of 
the Journal, the last sentence runs thus: There was not a great 
deal of room for retrenchment in this direction except in the 
B. B. & C. I. Railway so far as he was aware.” The insertion of 
that ‘ not ’ has made me say exactly the opposite of what I did 
say on that occasion. Here are a few figures relating to the point 
at issue: — 


Kailway Byat/em. 

1928-39. 

Groas 
Eiarniiiga 
Re. lakhs. 

Working 

Expenses 

Rs. lakhs. 

Percent of 
Gross 
Earnings 

Percent of 
Gross Earnings 
1918-14 

• 

Bengal-Nagpur 

869 

640 

73 

49 

B.B. andC. 1 ... 

712 

415 

58 

49 

Bast Indian ... 

2050 

1237 

60 

40 

G. 1. 1*. 

1592 

1046 

65 

60 

North Western 

1629 

1091 

66 

54 


[The figures relate only to the 6' 6" gauge in the case of each rail- 
way system and have been taken from the Railway Administra- 
tion Report for 1928-29 in the case of the first three columns 
and from the Report for 1913-14 in the case of the last 
column.] 

A comparison of the pre-war and present percentages of work- 
ing expenses to gross earnings and of the percentages inter n 
indicates what room for retrenchment there is. 1 did not have 





884 


NOTES 


time during the discussion to give these figures^ but I stated the 
concilusion arising therefrom when I said that there a great 
deal of room for retrenchment of the working expenses except 
perhaps in the case of the B. B. & C. I. By. As a matter of fact 
I need not have excepted even the B. B. & C. I. 

Please publish this correction in the April Number of the 
Journal. 

Yours faithfully, 
B. M. Josni. 

[We are glad to publish the above letter. We regret that in taking down 
Mr. Joshi's speech the reporters made this slip. — 
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Federal FlNA^CB in India by l^roi'essor K. T. Shah. Taraporevala, Bombay. 
Bb. 6. Pp. 332. 

ProfesBor K. T. Shah lias published the six lectures which he delivered in 
Patna University on ‘ Federal Finance in India.* In the first lecturte he deals 
with general principles ; in the second with the evolution of financial federation 
in this country ; in the third with a review of public revenue ; m the fourth with 
a review of public expenditure. In Chapter V, in many respects the best of the 
whole book, be makes a study of finance and the economic relations with Indian 
States. The last lecture deals with financial organisation including audit. 

‘ The Lectures ’ we are told in the Preface ‘ were addressed to an aiidienos 
of University students of all classes, and were intended to be of general public 
utility, rather than as a piece of learned research.’ They are written in an easy 
felicitous style so that he who runs may read and reading understand. In view 
of the forthcoming Keport of the Simon Commission and Mr. W. T. LaytoD’s 
Report on Financial Relations the lectures will be of special interest. War 
and Post-war experience has changed federal finance in many directions.* Kq 
longer is it possible to say that indirect taxation is the sphere of the federal 
authority and direct taxation of the State or provincial authority as it might have 
been said before the War, Federal Governments have been compelled to invade 
the field of direct taxation to a degree never dreamt of hitherto in the philo- 
sophy of public finance. Income taxation in the United States is now the chief 
head of-* the total federal revenue being 58 per cent of the total. Canada in- 
troduced a Dominion tax in 1917 and the Australia Commonwealth has had to 
impose heavy direct taxation. In Germany, too, the Weimar constitution has 
given the Central Authority very great powers and the States which had large 
powers in pre-war times have now to give place to the Central Government which, 
as in a quasi-federal constitution like India, has almost sovereign power in the 
realm of public finance.l It is only a constitution like that of Switzerland, in 
many respects untouched by the War, that the States retain their old authority. 
Professor Shah refers to many of these changes which cannot for want of space 
be discussed here. In his dedication he facetiously quotes from the Rosary ‘ You 
upset me, my dear. What, then, do you see in the eyes of your Models? Their 
dreams— or, perhaps, mine.’ 

ira,8t.sp.le*lkOB,5th Ed. Herder. Freiburg 1 . Br. 1927, Vol. 11, .ub d.» Belch., 

der Lander and Oemeinden, pp. 8 IT. and •ub FlnaniueWaltlngr pp. 18 IT. 

* 886 
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One will not agree with all* that the author says on the subject of expendituret 
on the civil services, on the exchange rates and on banks. Is the author 
correct when he says on p. 281 that ‘ The Indian Post Office is noil; meant to be 
purely or principally a service to the people as in the United States of America? * 
We feel inclined to say with Goethe ‘ more light, more light.’ It will be interest- 
ing to see how far Professor Shah’s * suggestion for the combination of the 
smaller States to form more comparable and equal units in the Commonwealth 
of India * can work out in practice. The year 1980 may witness important propo- 
sals in this connexion. So far as British India is concerned it will be possible 
either for the Central Government to form a ' National Fund ’ and to subsidize 
provincial governments, or perhaps for provincial governments, at least the 
industrial provinces, to have a share in expanding heads of revenue, such as 
income-tax which with the return of industrial prosperity will oonsi^rably 
increase. 

It is probably Professor Shah’s familiarity with European languages that 
makes the book so readable. Unfortunately the misprints are far more numerous 
than either the author or the reviewer would desire. 


G. •Findlay Shirkab. 


FaotorV Labour in India by Dr. Ahmad Mukhtar, M.A., Ph.D., University 

Professor of Economics, Aiinamalai University. Pp. 328. Published by the 

Annamalai University. 

The problem of factory labour is assuming an ever-increasing importance in 
India. Since the Indian Home Buie agitation of 1917, there has always existed 
in this country a section of political workers which has taken to propaganda 
amongst the labourers in industrial centres as a part of their political 
programme. The activities of the International Labour Conference and thd Indian 
membership of its executive have also done much to keep the labour problem to 
the forefront. The appointment of a royal commission on Indian labour on the 
one hand and the growing, almost menacing, unrest amongst industrial workers 
on the other have raised this subject of factory labour in India to the level of 
one of the most prominent questions of the day. At such a time the appearance 
of Dr. Mukhtar’s book on the subject is very opportune. In this book covering 
over 300 pages the author has attempted with much success a systematic and 
oomprebensive discussion of the economic condition of factory labourers in India. 
To that discussion is prefixed a full and critical account of labour legislation Id 
India. A mass of very valuable statistical and first-hand information is presented 
to the reader in a forceful style. The book is a very valuable addition^ to the 
scanty supply of sound literature on the subject of Indian labour and it Is to be 
hoped that all interested will benefit- by its perusal. 
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The indifference of the majority of the Indian politicians towards the economic 
issues, or shall we say towards the economic aspect of the issues, that face the 
country, againft which Dr. Mukhtar raises a complaining voice is a real draw* 
back. Happily, however, this feeling of apathy is giving way before the realities 
of the political and economic situation. At least about a very numerous section 
of the public workers in India it can be said today that what they lack is not 
interest in economic issues, but clear understanding and proper direction. The deli 
berate fostering of economic and social discontent amongst the working classes 
constitutes a glaring instance of this unfortunate and dangerous tendency. Books 
like the one under review will be useful in educating the public on this subjeict. 
We are not sure that a careful perusal of parliamentary and other literature on 
the subject will justify the confiding attitude that the author assumes towardjs 
the influence of Manchester and British Trade Unions on Indian labour legislation. 
We are free to admit that both these agencies have had a progressive effect on the 
solution of the labour difficulties in India. But that the former’s interest in 
Indian Labour legislation was mainly philanthropic or that the latter are not 
touched by fears o( competition from Indian workers in their protest against 
labour conditions in this country is simply not true. Foreign influence may indeed 
be utilised for the furtherance of a good national cause, but we ought to be under 
no misconception regarding the motives of such interlopers and legitimate interests 
of other classes in society must be sacrificed to the clamour of foreign propa- 
ganda. The suggestions that Dr. Mukhtar makes regarding the status of unregis- 
tered unions and unorganised labour as also his proposals for reform in respect 
of inspection, sickness benefits, works committees and education deserve favourable 
consideration. The book will serve as a very valuable piece of literature on a 
subject of much topical and permanent importance. 

D. G. Kabvb. 


Industrial Evolution of India in Krobnt Times by D. K. Gadgil. Oxford 

University Press. 1929. Pp. 362. Price Rs. 4-8-0. 

The first edition of this book was out in 1924 and was reviewed by us in 
No. I, Vol. VI of Indian Journal of Economics. That edition described the indus- 
trial development of India between 1860 and 1914. The second edition is to hand 
now and carries the narrative of Indian industrial evolution to the year 1927. 
The author does this by the addition of a chapter headed — ^The War and After — ^to 
the body of the original edition, in which practically no other change is made 
than that the bibliography and an appendix have been omitted. 

The author sees no fundamental change that has come over India during the 
last 14 years. The India of today is, for all intents and purposes, the same as the 
India of 1914. Two remarkable events have, however, taken place during this 
period which augur well for the future of the country. - These ate the establish- 
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ment of the iron and steel industry and the change in the attitude of the Govern- 
ment towards industry. Public opinion and the exigencies of the war and post- 
war situation have brought home to the Government the evil effects which 
their laissez-faire policy was having upon the economic condition of the country 
and they are now more and more abandoning that policy and taking to one 
which will be of real help to the growth of our industry, Agriculture and commerce. 

The price of the new edition remains the same as that of the old one in spite 
of the fact that the former contains about 100 pages more than the latter. There 
was great need for up-to-date edition and this need has been supplied. 


G. D. K. 


Indian Financk in the Days of the Company by Pramathanath Banerjea. 

Macmillan. 1928. Pp 39*2. Price Ils. 5-12-6. 

Indian Finance has always been of interest to Anglo-Indian officials as well 
as to Indian statesmen and has attracted considerable popular attention m the last 
fifty years. Several Parliamentary Committees have sat in prolonged sessions to 
discuss its intricacies and two lioyal Commissions have considered the different 
sides of it at two critical periods of India's recent history. Yet, strangely enough, 
few scientific treatises exist on the subject and the student is compelled to wade 
through voluminous committee reports and minutes of evidence, and as there is 
no proper guide to lead him through that labyrinth he may get lost in the 
wilderness of controversies and the copiouBiiesB of folio volumes. 

8uch difficulties will no longer be felt by the student who pursues his researches 
into the pre-Mutiny finances of India ; for, in the book before us, I'rofessor 
Banerjea has given a useful and businesslike summary, in a readable form, of 
the revenue and expenditure of the East India Company from its assumption of 
territorial power to the time when it unwillingly laid it down in 18f*8 after 
passing through the different stages of factor, zamindar, Diwan and ruler. Pressed 
by financial necessity to conduct wars and make “ investments,” the Company 
found itself in a deficit on many critical occasions ; but something or other 
turned up — maybe the curtailment of expenditure by some energetic Governor- 
General, maybe the improvement of some revenue source — and restored the 
financial solvency of the Company. 

The treatment of the book is historical ; yet, the revenues and expenses of 
the Company are treated separately, and; an attempt has also beeU made to 
analyse the administrative machinery that had been growing during the period. 
In the first two chapters, the growth of the financial system is traced and its 
defects analysed. The early financial machinery of the Company was quite 
adapted, to the needs of a trading corporation, but it became absolutely unsuited 
with the assumption of expanding territorial sovereignty. Beform, Jiowever, came 
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slowly, its progress being obstructed by the rigid conservatism of the Court of 
Pirectors at Home. In the ne^t two chapters, the main. heads of revenue are dealt 
with, and tliS growth of the different items is traced from the very beginning. 
The Civil and Military expenditure forms the subject of the two concluding 
chapters. In 1867*68, the Company had a total revenue of je31,706,776 and its 
total expenditure came to ^*39,670,998, of which £*7,864,222 was incurred on 
account of the great Mutiny. There are also valuable appendices in the book, and 
all through original sources have been utilized and copiously quoted. 

The strength of the book is in its grasp of facts and the moderation of its 
criticism; perhaps its weakness lies in the lack of a synthetic view which is 
essential in a work like this. Even in regard to facts, it might be said that land 
revenue which was responsible for nearly 50 per cent of the total revenue at 
the time has beeh rather meagrely treated. One would have expected more 
accurate and complete accounts of the land revenue assessments m the different 
provinces, and their incidence upon the agricultural classes, than are given in 
the book. For, land administration, let us remember, has been the corneT'Stone 
of the Indian Govq^nment in all its stages. May we hope that in the next edi- 
tion the author will give us a more synthetic view and that the picture will 
be more clearly drawn? Already Or. Banerjea has laid economic students 
under debt; let us hope that the debt will be heavier. For, to whom else should 
we be under obligation for such debt than to the veteran economist and publicist 
who IS Minto Professor at the Calcutta University? 

P. J. Thomas! 


A Hustory of Indian Taxation by Dr. Prarnathanath Banerjea, M.A., D.8c., 
Bar-at-Law. Minto Professor of Economics, Calcutta University. Macmillan 
& ^o., Ltd., London. Pp. 541. Price lis. 12-6-0. 

In this book Dr. Banerjea has very lucidly given a well-connected exhaustive 
review of nearly ail the important taxes in India. Local taxes are not included, 
because the author wants to bring out a separate book on the subject. The 
historical review of each tax is confined to the British period only. The policy 
underlying the imposition of each tax has been described with appropriate quota- 
tions from the speeches and writings of official members and the effects of each 
tax on the taxpayers and the community in general have also been carefully ex^ 
plained. 

The first chapter deals with some general features of Indian Taxation. In 
this chapter the author also shows how no attempt has yet been made in India 
to apply the principle of ability to the entire tax system. The next two chapters 
give the history ' of license taxes and income-tax. The chapter on Incxime-Tax 
appeared in the October (1929) issue of the Indian Journal of Economics. This 

F. 17 
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fact has not been acknowledged in the book. History of Tariff iias been traced 
in Chapter IV ; and the history of Sait and Opium forms the subject- of the 
next two chapters. In the seventh chapter, while dealing with tfie history of 
the Permanent Settlement and Land Hevenue Dr. Banerjea rightly remarks : 

The great drawback of the land revenue system of India has been that 
too much has been left to the discretion of the individual officers, with the result 
that while in some cases the burden has been comparatively light, in others it 
has been unbearable.” 

The history of Excise, Stamps, Begistration and minor taxes like 8airt 
Moturja, Hahadan, Provincial Hates, Thathmela and the Poll Tax is given in 
the last two chapters. 

If the Table of Contents had been more elaborate or had the Index been 
given at the end of the book, its utility would have been greatly increas^ to 
those who like to use it as an authoritative book of reference. 

We congratulate Dr. Banerjea on writing this excellent book and pommend 
it to all those who are interested in the study of Taxation in India. 

Dava ^HANKAB DUBfii. 


Economics of Bubal Bengal by K. B. Saha, M.A. Messrs. Chakravarly & 

Chatter jee & Co., Ltd., 15, College Square, Calcutta. 1930. Pp. 296. Price 

1 ^ 8 . 8 . 

This is a book which attempts to deal with the economics of rural Bengal 
by a writer who declares in the Preface that ‘ he is a person born in rural Bengal 

and whose life was passed in it, and who even at the present time spends a 

considerable part of the year there, and claims a personal knowledge of the 

economic conditions of the rural areas in the province.’ 

The volume runs through nearly three hundred pages and is divided into 

eleven chapters. The first two chapters deal with Physical Features, and Crop 
Production. Chapter HI deals with Standards of Cultivation, IV with Land 
System, V and VI deal with Agricultural Holdings and Bural Finance, VII deals 
with Bural Industries, IX with Bural Labour and X with the Population Question. 
Chapter XI is styled ’ Middle Class Employment.’ 

The chapter on land system is by far the most interesting of Mr. Saha's 
chapters and we agree with Professor Coyajee that it contains a careful sketicb of 
the economics of tenancy legislation and a well arranged account of the various 
tenures. The Sanja and Barga systems have their counterpart in other provinces 
in India. 

In page 111, Mr. Saha says that ' the land system in Bengal is not incon- 
sistent with efficient cultivation,' but at a later stage declares, ' Human nature 
being what it is, when there is uncertainty in the return, it is too much to expect 
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the landlords to invest oapital for improvement of the land.* Something must be 
wrong somewhere with the land system of Bengal. It cannot be both consistent 
and inconsistent with efBicient economic progress. Mr. Saha might have explored 
the field a little further and given the reader the possible lines of agrarian reform. 

Writing about ‘ Agricultural Holdings ’ Mr. Saha gives the reader a very 
interesting description of such holdings in the districts in Bengal as compared 
with other countries. But the smallness of the holding is not a peculiar problem 
confined to Bengal. Many provinces in India tell the same tale. In Madras 
an inquiry was made through the collectors to find what is an Economic Holding, 
but no conclusion was come to. In page 118, the author writes : “ The * ideal * 
size of the Agricultural Holding is that under which the employment of other 
factors of production can be maae with the greatest advantage so that from the 
sam6» cost the largest return is obtained.” In practical life, this ideal is difficult 
to determine exactly, and the size must change from time to time according to 
the efficiency of methods of produ*.tion. Prdfessor Saha recognises this, but 

suggests that the size should bo sufficiently large to provide for a decent living 

to the farmers wlJo cultivate it, This opinion does not carry us very far. Bug* 
gestions for an element of compulsion on the agriculturist for the purpose of 
consolidation of Holdings are made and the legislation of 1928 in the Central 
P»’oviDces which provided that power would be given to a proportion not less than 
one-half of the permanent right-holders holding not less than two-thirds of the 

occupied area in a village to agree to a scheme of consolidation, which scheme 

when confirmed — by whom ? — becomes binding on all the permanent right-holders 
in the village and their successors in interest, — is quoted with approval. ,,A more 
novel, and at the same time more tyrannous form of land legislation cannot be 
thought of in the present conditions of the country. The element of compulsion 

would seem to be unnecessary when other safe and useful forms of investment 

are made open to the villagers. 

M^^ Saha has many useful things to say about agricultural indebtedness and its 
remedies, but his generalisation that indebtedness in Bengal is mostly the out- 
come of loans for consumption would seem to require further elucidation. The 
development of the co-operative credit system is advocated, and the recommendation 
of the Eoyal Commission on Agriculture that an efficient official staff for this 

purpose should be set up is quoted with approval. After all when one ponders 

over the co-operative problem, one is bound to feel that when every credit is 
given to the * official ’ co-operator, real co-operation tan never come from above, 
but only from below. The maintenance of a co-operative society is more valuable 
than its registration, and a good deal of non-official work for propagandist pur- 
poses is necessary. 

Chapter XI. which deals with middle class unemployment does not seem to 
fit in qnite properly with other parts of the book. The author does not pause 
to give ns any definition of what he really means by middle class unemploy- 
men*— rural or urban, educated or ofterwise. Mr. Saha’s estimate of the edn- 
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catiotial system as essentially cultural seems to orr on the aide of generosity, for 
after all the universities are also givii^ a ‘ vocational education ’ ^^r the manu- 
facture of clerks, officers, lawyers and others. It would appear to be a curious 
preparation for cultural progress to educate the young f^orn the primary .stage 
through the medium of a foreign language. 

Mr. Saha is very bold when he makes the assertion that the fall in the 
numbers of middle-class Bengalees who are supported by other provinces is 
ihe direct result of their hostile attitude and the deliheraie policy of excluding 
from appointment «// outsiders. The author’s suggestion that Mohamedan com- 
petition in Bengal has affected the Hindu middle class shows a refinement of 
analysis on a communal basis which seems to l)e a little out of place in a book 
obviously devoted to ‘ Kural Bengal ’ and not to * Hindu ’ Bengal. 

In page 289 Mr. Saha writes : ‘ The ideal of industrial self -sufficiency de- 
mands that the sons of the soil should have a dominant control in the industries 
and trade of the province.’ This is really idealism with a vengeance! And 
why not apply it district by district, village by village, even in Bengali Further 
on, the author deplores the advent of people from other provinces into Bengal 
and wants a militant re-organisation of Industries by and for the Bengalee. Writes 
he : ‘ The Bengalee trader is being gradually displaced by the Marwaris who 

have spread over the whole of Bengal. It is high time that the Bengalee merchant 
should realise tlie consequences of this outwardly imperceptible change and should 
make a stand against this dangerovfi and steady invasion of outsidets on the 
trade jand commerce of the province. It may be remembered that the movement 
of the .population from other provinces to Bengal such as it is, has not been 
assisted, but even as it is, it is largely the result of the energy, the ability, and 
the organising capacity of those whom Mr. Saha is pleased to call ‘ outsiders.* 
Prof. Saha cannot hunt with the hounds and run with the hare — ^he cannot advise 
Bengalees to exploit Assam and in the same breath close Bengal to others from 
outside. One wonders whether a tinge of parochial patriotism is not redoient of 
the author’s analysis of middle class unemployment in Bengal. 

The Book is well got-up and is bound to be of use to the student as an intro- 
duction to the study of rural problems in Bengal. 

8. V. Atyah. 


Income-Tax tn Relation to Accounts by F. R. Marchant. Taraporevala & 
Sons. Third Pjdition. Pp. 332. 

The author of this book is a lecturer in Accounting and Auditing at the 
Sydenham College, and is otherwise fully qualified to write a book on Indian 
Income-Tax in Relation to Accounts. The first edition of the book was published in 
J9I9 after the Act of 18X8, but since then it bas gone through three editions, and^has 
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recently been brought .up-to-date by the tnclusion of fresh material and elabora- 
tion of arguumnt relating to the complicated sections of the Act of 1922 and its 
subsequent amendments. The book having been written primarily for accountants, 
auditors and accountant-students, there is not much in it which can interest the 
general student of Indian Income-Tax; but it ought to be of considerable use to 
the accountants and auditors, and also to the assessees — specially to businessmen, 
the assessment of whose income is, as is well-known, a matter which calls for 
technical knowledge and wide experience of income-tax theory and practice. It 
is unfortunate that the book is marred by numerous printing mistakes, but the 
author has tried to make some amends for this drawback by putting a long 
‘ Errata and Addenda ’ at the end of the book. 


Gyanchand. 


Trade and Credit by R. G. Ha\vtrey. 1928. Longmans Green & Co. Pp. 203. 

It is not an easy task to review a new book from the pen of Mr. Hawtrey. 
Any publication which appears in his name may be expected as a rule to raise 
some new issues or to make some distinctive contribution bearing on the theory 
of money. “ Trade and Credit ” is no exception in this regard to the precedent 
set by “ Currency and Credit.” ” The Econoniic Problem,” ” Monetary Re- 
construction ” and V The Gold Standard in Theory and Practice.” What makes 
the task of the reviewer particularly diflBcult on this occasion, is the fact “that 
the present collection of essays deals with a part of economic theory on w^Jtb the 
final word is yet to be said — namely, the theory of the trade-cycle. It would 
require more than ordinary self-confidence on the part of the jeviewer to pretend 
to arbitrate when the contestants for the prize include such veterans as Beveridge, 
Mitchell, Fisher, Levington, Martin, Catchings & Forster, Keynes, Taylor, Hob- 
son, Pi^u, and last, but by no means least, Mr. R. G. Hawtrey. 

The first essay entitled ” Currency and Public Administration ” lays stress 
on the ultiiaate dependence of credit-policies on the course and requirements of 
public administration. In ordinary times, no doubt, the aloofness of the Central 
Bank from political influences promotes the interest of sound credit. Each bank is 
then subject to a check from all others ; each Central Bank has then to take its cue 
from the Central Banks of the World. But, when grave national emergencies 
arise, when governments press the not too unwilling banks for loans and legis- 
latures are prepared to suspend statutes, when all countries are moving preci- 
pitately along the primrose path of inflation, then the standard passes away and 
along with it the vaunted independence and beneficence of the Central Bank 
also. 

In the next chapter-'* The ' Gold Standard and the Balance of Payments 
the proces? of settlement ie examined under all sets of circumstances, which may 
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originate a disturbance, e.g., internal or external changes in credit-policy; seasonal 
or other, changes in the demand or supply of foreign commodities, borrowing or 
lending of capital outside the country, the movement of liquid ^ balances. The 
discussion serves to point out the great importance of expansion and contraction 
of credit in the maintenance of monetary equilibrium. An interesting departure 
from the usual modes of treating the subject is the distinction made between 
home trade products and foreign trade-products and the prominence given to 
adjustments in the supplies of either in restoring the parity of international ex- 
change. The light thrown on the nature of the movements of liquid balances and 
their consequences should correct many common misconceptions on the subject. 

We are next introduced to a definition of finance as “ the art of providing 
the means of payment.” This definition is then carefully tested by applying it 
to the operations involved in the provision of working capital, permanent invest- 
ments, the foreign-exchange market, insurance against death, insurance against 
risks to property, public finance. In each case, the purely financial aspects are 
carefully marked off from the non-financial. 

Then succeeds a very intriguing discussion of ‘‘ Inflationism ” which as an 
article of public policy must be carefully distinguished from mere “ inflation.” 
In the early decades of the 19th century, credit in England was subject to a 
restrictive tendency which arose from three distinct causes — the desire to resume 
the gold standard, the progressive inadequacy of gold supplies from the mines, 
the periodic fluctuations attending the trade-cycles. The consequence was an 
endemic of unemployment. Thomas Atlwood and later on, the Birmingham School, 
proposed as a remedy an issue of credit adequate to stimulate trade and industry 
to reach their full capacity. Such an issue of credit would, of course, have had 
different consequences on prices according as it was used as a remedy for any 
of the three causes. But, apart from any incidental errors of reasoning, can we 
justly brand Attwood's ideal of keeping industry fully employed as inflationary? 

The argument now advances into the central thesis of the volume — the theory 
of the trade-cycle. Trade-cycles are described as fluctuations in produclive acti- 
vity rather than in output which depends on technical conditions. Figures of 
unemployment in that case, become naturally, the best indices of these fluctua- 
tions. The characteristics of the trade-cycle which challenge adequate explanation 
from the economists are — its periodicity (a word, on the precise meaning of which, 
economists, as usual, are not quite unanimous) and its international character. 

The theory of the classical economists, even after certain amendments are 
made, leans heavily on the side of supply. It finds the explanation of periodicity 
in the length of time which extensions of capital -equipments and consequently 
replenishment of depleted stocks require. To explain its international character, it 
points to the dependence of each industry for the demand of its products on others 
and the contagiousness of optimism and pessimism. The error of this analysis 
lies in the subsidiary position which is ascribed to monetary conditions. If the 
resources required for the replenishment of stocks and extensions of capital are 
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derived from genuine Bavings, then the coming output is covered by the existing 
purchasing power and there is no cause for the starting of a trade-cycle. Similarly, 
when fui)^s atsthe disposal of the consumers are stationary, the mutuality of de- 
mand and optimism can become effective only through a fall of prices — a fact which 
is directly contradictory to the well-recognized symptoms of the prosperous phase 
of the trade-cycle. In any case, alterations in available credit are a condition prece- 
dent to the cycle. 

The truth is that it is deficiency of demand as expressed in the money-outlay 
of consumers which causes these fiuctuations. The actual process runs along 
the following lines. The resources raised by producers from the banks are conti- 
nuously distributed as income among the consumers. As this income is enlarged, 
the consumers increase their outlay on goods but not to the same extent; a part of 
the income goes to increase their unspent margin — their cash -balances. This 
disparity between income and outlay does not affect the progress of the cycle ; 
for the dealers are busy accumulating stocks corresponding to the unspent mar- 
gin, as a defence against the increase in demand. At length, a moment arrives 
when those who are fully employed cannot execute fresh orders ; and those whose 
stocks cannot* be replenished so fast are forced to raise prices. 

But, what is the moving force behind this expansion of credit? Under a 
gold standard, the creation of bank-credit waits on the available supplies of gold. 
But, on account of the !ag of wages behind prices and the consequent slowness 
in the absorption of cash, the expansion of credit gets far ahead of available gold 
resources before the usual checks come into force. So soon as the restrictions 
become effective after the necessary lapse of time, dealers who bold stocks -with 
borrowed funds and whose margin of profit is but small attempt to disuse of 
the surplus. It is then that the full adverse effects of the difference between 
consumers' income and consumers’ outlay becomes visible, and depression sets in. 

The course of depression is exactly the reverse — high rates of interest, small 
orders by dealers, reduced production of industry, contraction of consumers in- 
come and consumers’ outlay, glutted markets and unemployment, dissipation of 
cash-balances, the starting of the cycle again. 

The conditioning factor of all these spiral movements is of course the in- 
herent instability of credit. Banks by the very law of their existence must try 
to lend to their full capacity; their bloated lendings must of necessity lead to the 
aggravation of these cycles of economic activity. 

Becently, theories of working capital have come into great prominence as 
partial or complete explanations of the trade-cycle. Mr. Bfawtrey selects for his 
examination three leading presentations of this theory. 

Mr. Robertson in his “ Banking, Policy and the Price-level ” bases his ex- 
position on the assumption that in the ascending phase of the cycle, the requisite 
additions to the working capital must always be in excess of the creation of 
credit. Consequently, a corresponding inflation of bank-deposit is, in kis opinion, 
the appropriate remedy for the malaise. In proposing this remedy, however, Mr. 



REVIEWS OP BOOKS 


B%: 

liobertfiOD seems to have mistaken tbe nature of the disease* The disparity 
between production and consumption is due to the inflated cash-balances and the 
stocks held by dealers against them. Credit is issued without restriction till 
industry reaches its full capacity; it is restricted only when dealers in their in- 
capacity to replenish stocks and producers in their incapacity to execute addi- 
tional orders raise prices and make further demands for working capital. The 
interest-rates soon compel them either to be satisfied with less stocks or to appeal 
to permanent savings for temporary purposes. In any case, the available credit 
is quite well-adjusted to the demands of productive activity. 

Very dissimilar is tbe theory of Mr. Martin who presented it first in his 
small but vigorous work — “ The Flaw in the Price-System ” and elaborated 
it subsequently in “ The Limited Market. Mr. Martin’s main thesis is that 
the provision of working capital diverts continuously a portion of the consumers’ 
purchasing power which would otherwise be applied to purchasing goods and' thus 
causes a progressive inadequacy of demand. The willingness of industry to hold 
larger stocks than usual and the supply of abundant credit are admitted, in his 
account, as compensating factors. Mr. Martin makes a mistake, however, in 
overlooking ' the fact that the increase in cash-balances during the active phase 
is more apparent than real ; for, the inflation of balances corresponds to a very 
much increased turn-over; and when prices are rising, traders find it more profi- 
table to invest resources than to keep them as idle balances. Looked at in this 
manner, it is the movements of cash -balances which appear as the compensatory 
factor and the mevoments'of credit as the principal factor. 

On somewhat similar lines, runs the argument of Messrs. Forster & Catchings 
in their -ingenious books — “ Money,” ” Profits " and ” Business Without a Buyer.” 

The final chapter of the book is in some ways tbe most important. It is 
devoted to a full examination of the theory of the trade-cycle as presented by 
Professor Pigou in his great treatise ” Industrial Fluctuations.” 

Prof. Pigou classifies tbe possible causes of industrial fluctuations as Real, 
Psychological, and Autonomous Monetary causes. Among the real causes, he con- 
siders variations in harvests, inventions and discoveries of mineral deposits, indus- 
trial disputes, changes of taste, etc. Largely by a very fruitful application of the 
idea of the elasticity of demand, he leads us to the conclusion that, although 
these causes may bring about casual and irregular movements in productivity, 
they cannot account for the usual sequence of the trade-cycle. Money and credit 
affect fluctuations in two ways (1) as providing floating capital, (2) as changing 
the price-level. In his analysis of the effect of borrowings on the price-level, 
Prof. Pigou very strangely overlooks the fact that it is only in the later stages 
that prices are raised in the earlier stages, the increase of purchasing power 
merely leads to the increase of sales. In discussing the psychological causes, 
Prof. Pigou gives a just prominence to the cumulative effects of waves of pessi- 
mism or optimism. It is not clearly brought out, however, that optimism and 
pessimism cannot, in tbe practical world, gather momentum out ^ of themselves ' 
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a-nd direct resources lor any appreciable length of time; as a matter of fact, 
they are put daily to the test of business conditions and if, erroneous, their pro- 
gress is at onje arrested. Without the ground-work of credit expansion and con- 
traction, optimism and pessimism must remain barren. 

Periodicity is traced to four causes : (1) tendency of all plants to require 
renewal after a particular interval, (2) harvest variations, (3) psychological waves, 
(4) movements of credit. The second and the third causes have already been 
proved illusory on Prof. Pigou’s own showing. The first cause, it will be found 
on a little reflection, has nothing in it to promote anything like periodicity otn 
industrial activity. Thus, we are now left with one cause only — the movements 
of credit, which explain both the periodic and the international character of the 
trade-cycle. 

Incidentally, a chapter is allotted to the discussion of the proposal made very 
frequently that the public expenditure on buildings, stores, etc., should be care- 
fully adjuB^'^'d to the requirements of employment in the country. Ever since 
Prof. .BdMfley first initiated the propisal in 1909, economic opinion has been very 
sharply divided on it. Mr. Hawtrey's conclusion on this intricate question is 
that the contention 'that the public works themselves give additional employment 
is radically fallacious and that when employment is improved by such expen- 
diture, it is the result of some reaction on credit. Poes this not overlook the 
possibility that such expenditure may increase as a normal and not exceptional 
consequence the velocity of money without altering the stock of money? 

The foregoing discussion must have made it clear that “ Trade and Credit * 
IS one of those books on which final judgment must be held in abeyance for 
a long time. In the meanwhile, economists of all schools of thought \^i^find 
in it an inexhaustible armoury from which they can draw deadly weapons accord- 
ing to their requirements and aptitudes. 

S. K. Muranjan. 


The Political Economy op Free Trade by Rt. Hon. J. M. Robertson. P. S. 

Eing & Bon, Ltd., London. 1928. Price Bs. fid. Pp. 190. 

The Bt. Hon. Mr. J. M. Robertson is well-known in English political circles 
as a protagonist of Free Trade ; and, although he has called the book ** The 
Political Economy of Free Trade ’* and has insisted on looking at the question 
from the purely economic and scientific points of view his study cannot be re- 
garded as a scientific, economic treatise on the subject. Mr. Robertson is a 
politician and not an economist by profession and be is interested in securing 
the victory of Free Trade agitation at all costs. He has written the book to 
combat the propaganda of the other side and to arouse the people against the 
instructive fascination of protbetion. He has reviewed the history of British Corn* 
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mercial policy from the earliest times to the present day^nd has also referred to 
the Tariff policies of U.S.A., Germany and France ^in order to demonstrate that 
protection has always been harmful and that the only policy that has promoted 
the interests and well-being of the people is the policy of full freedom or free 
trade. No country has ever gained nor can ever gain by adopting a policy of 
protection and if a country has prospered during the protectionist regime it is due 
to other causes and not on account of protection but in spite of it. More- 
over, the policy of protection is adopted not really from patriotic motives but 
from the point of view of the self-interest of a small class of persons. These 
are the conclusions which Mr. Robertson has formed after “ a critical study of 
the practical economics of trade in world history.” 

It is no doubt true that the advantages of protection are greatly exaggerated 
by its supporters, and that often it serves class interests and not national interests. 
It is also correct that the infant industry for which protection is demanded tem- 
porarily to begin with refuses almost invariably to become an adult and that 
protection often encourages the continuance of antiquated and inefficient methods 
of production. It is true that protection often introduces log-rolling and corrup- 
tion in the politics of a country and may lead to international rivalries and compli- 
cations as well. But disadvantages are not all on the side of protection. Free 
Trade too can be used to injure national interests or to secure class benefit ; and there 
are cases when a backward country, in spite of natural advantages, cannot start 
an industry on account of foreign competition which is often unfair, without pro- 
tection and protective Tariffs. Protection must be used with discrimination and 
great care but it is often necessary in the case of backward countries. 

As to the policy best suited to meet the present needs of England, it is 
not necessary to say much here : I generally agree in this respect with Mr. 
Robertson. The unemployment problem of England cannot be solved by protect- 
ing the home market; and, in my opinion, in the long run England will have 
to adjust herself to a new economy in which foreign trade will not play as 
important a part as it is playing today. She must decrease her population either by 
sending people to the colonies or by birth control. 


Gubmtjkh N. Singh. 


Indian Economics, Vol. II by Prof. G. B. Jathar and Prof. S* G. Beri. Tara- 
porevala. 

Abundance of material and a presentation of the subject as per curieuluiB 
of the Bombay University are the strong points of this book. In the second 
volume the following subjects are discussed : Industrialisation, Imperial Pre- 
ference, Indian Industries, Industrial Labour, Poverty of India, Transport, Trade 
of India, Currency and Exchange, Prices, Banking, Finance, and Unemployment. 
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Jn an appendix a shor|^ summary of the recommendations and condusions of the 
Agricultural Commission is 4dded. The two volumes taken together thus con- 
stitute a verj serviceable compendium of valuable information. The chapter on 
'Transport in Vol. II is particularly commendable in this respect. 

We sincerely appreciate the patient labour of the authors in bringing together 
A mass of valuable information. We, however, find that thr guidance that they 
give in coming to a decision on our economic problems is not very satisfactory. 

Take for example the question of the commercial policy af this country : on 
both the issues of protection and Imperial preference the authors have said ditto 
to the findings of the majority of the Fiscal Commission without rendering due 
weight to the case rftade r»ut by the minority in favour of a wholehearted policy 
of industrial protection and against the acceptance of the principle of Imperial 
Preference. On the issue of Protection, it is often said, that the difference be- 
tween the majority and the minority is one of emphasis only, and this remark 
is apparently jntified. But it must be noted that in the peculiar political con- 
ditiops <H India this difference of emphasis turns out in many cases to be a 
difference in Sincerity. The authors deserve praise for having boldly accepted the 
principle of •prote(ffion ; we are not, however, sure that they have done proper 
justice to the arguments based on defence, national self-sufl&ciency and diversi- 
fication of industries. As regards the excess of caution recommended by the 
authors, one is constrained to remark that the interests of the consumer and the 
tax-payer have indeed to be watched, but it must at the same time be remem- 
bered that a half-hearted policy of protection secures for the nation all the 
evils of protection without any of its blessings. As regards Imperial Pre- 
ference the Authors frankly hit on their waggon to the star of ImpeHal , l(yalty 
and recommend a policy which on economic considerations does not appeal to 
them. 

The subject of currency and exchange is very exhaustively treated by the 
authors. This part of their work is indeed valuable. They must also be congratu- 
lated for the unstinted support that they have offered to the establishment of a 
full-fledged gold currency in India. On the subject of the ratio their dsteision is 
in favour of the continuance of the present rate. On a vexed question like this 
it is futile to call in question anybody’s conclusion. But what strikes us as 
< 5 uriou 8 , and what is bound to be a great difficulty for the freshmen, is the 
course of reasoning by which thfiiv decision is arrived at. The authofs observe 
that the stabilisation of Is. 6d, appeared like wanton tampering with the stand- 
ard of value. They concede further that ‘ the economic htstorian of the future 
will not record the period that has passed since the new ratio was made effectiye 
as among the most prosperous for business and industry in this country.’ 
Admitting that following the establishment of the new ratio there has been a 
marked depression in the trade and manufacturing industry of this country and 
without being in a position definitely to assert that an adjustment having taken 
pli«je the process of revival has 'commenced, the authors are prepared to endow 
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the erstwhile impostor with ‘ the divinity which hedgeth kintg/ Following Sir 
J. Coyajee the authors try to trace the consequences of the new >atio on agriciu* 
ture with the help of statistics of the co-operative societies. Those 'i^ho l^ow tlie 
, extent to which co-operation affects the agricultural populatieii,.,of thie country, 
and the. various disturbing factors involved in the methods of '^oompihMlIon of these 
statistics would be surprised to find that relying on these the authoif^eoniclude 
ill a characteristic fashion that ‘ no cataclysmic disaster has overtaken aj^cnlture 
on account of the new ratio/ A perusal of the figures of the exports of the chief 
agricultural staples and the variations in their prices would, however, indicate 
that the adverse effect of the ratio is as marked in agriculture as in manufactures 
and trade. The peculiarly favourable conditidn of the Bengal jute-grower must 
not blind us to the improverishment of farmers in other parts of tl||» country. 

As regards the establishment' of a reserve bank in India the authors have 

contented themselves with a descriptive sketch of the history of the proposal. 

They seem in this respect to follow the orthodox English view that business and 

politics are two things to be sedulously kept^part. As a matter of hypothetical 

theory many would agree with them. But in India everything is peculiar. Herp 

* « , * 

in the ease of the reserve bank private business fhostly means foreign business, 
which in any case is a greater danger than state interference^ The followers of 
the orthodox school never wearied in olden days of warning us against the evils 
of state enterprise in railway management. Kow it is the turn of banking , and 

w'e dare say that in days to come a number of similar problems will raise their 

heads. ’ An appeal to the text-book maxims is ill calculated to be a reliable giTidw' 

111 their solution.^ On theoretical and practical considerations the pe^le in India 

mistrgs^-* iheir government even more than the people in other countries. But 
when it comes to choosing between the prospect of domination by the foreign 
financial interests and the danger of state intervention in economic matters, the 
latter has to be preferred not only as the lesser evil but as the only way of 
counteracting the influence of the former. 

We take this opportunity to bear ^willing testimony over again to the » indus- 
try of the authors and the general adequacy of their information. We woulSl 
suggest, however, that in bringing out their next edition, which we trust would 
soon be forthcoming, the chapter on Finance may with advantage be amplified. 
,Fo» the general reader seeking information on all the leading problems of Indian 
economics,^ and for students who are sufficiently advanced to decide between oon« 
flicting views the book under review may be recommended as a valuable store of 
information. We hope, however, that the authors will excuse us if we have to 
ohierve that they have, in our humble opinion, failed to exhibit sufficient decisive 
faculty in controversial issues. 


B. G. Eabvb. 






